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NATIONAL ECONOMIC POLICY 


"JINGJL GUANLI* COMMENTS ON RELATIONS BETWEEN ORES, STEEL PRODUCTION 
Beijing JINGJI GUANLI in Chinese No 7, 25 Jul 79 pp 28-30 HK 


[Article by Li Peilin [2621 3099 2651]: “Proceed From the Actual Conditions 
of the Mine Instead of ‘Fixing the Output of Ores According to the Output 
of Iron and Steel’ ] 


[Text] The practice of "fixing the output of ores according to the output 
of iron and steel" was widespread in some iron and steel complexes several 
years ago. In the construction program of iron and steel works, the pro- 
duction capacity of mines was frequently determined according to the 
production capacity of the blast furnaces. The mines of the iron and steel 
complex only extracted the amount of ore required. In the course of time 
people habitually called it "self-sufficiency in ores." The iron and steel 
complex only required its mines to achieve "self-sufficiency in ores" 
instead of bringing their production capacity into full play. Practice 

has proven that it is not in conformity with the natural law of mine 
production and the economic law to seek so-called "self-sufficiency in ores” 
regardless of the resource conditions and to “fix the output of ores accord- 
ing to the output of iron and steel" locally. Though a number of iron and 
steel complexes shouted the slogan self-sufficiency in ores each year, 

not a single enterprise has completely translated it into reality. In some 
cases, it was occasionally translated into reality for 1 or 2 years but, 
along with the readjustment of pig iron output and changes in resources, 

a gap soon appeared between output and need, What are the reasons for this 
situation? 


1. “Fixing the output of ores according to the output of iron and steel” 
violates the natural law of iron and steel production, Iron ores are the 
main materials of iron and steel production. Ores must be obtained before 
iron and steel can be made. It is the output of ores that determines the 
output of iron and steel. The localities in which iron ores are produced, 
their scope and their quality are determined by natural conditions. Large 
iron ore deposits with rich reserves are concentrated in several regions. 
This situation causes an uneven geographical distribution of resources. 
Yet, the locality and scope of an iron and steel works may be selected 
according to actual needs. In selecting the locality and scope of iron 
and steel works, the first thing to be considered is the condition of the 
ore resources. When iron and steel works are built in large ore deposit 
regions with rich resources, the problem of transportation can be greatly 


lightened. As a matter of fact, some of our large iron and steel bases like 
] 








the Anshan Steel Works. Wuhan Steel Works, SBoatou Steel Works, Maanshan 
Steel Works and Benxi Stee) Works are located near the mine areas. Apart 
from the resource conditions, other conditions such as communications and 
transportation, fuels, power supply, distribution of industry and war 
oreparation requirements should also be taken into consideration when 
wsiiiding iron and stee! works. This means that we cannot base ourselves 
entirely on the resource conditions. Because of this, the smeiting capa- 
city of iron and steel works is larger in some cases and smaller in 

others than the production capacity of mines. This results in an imbalance. 
Even in the case of those iron and steel works built on the basis of mine 
resources, the production capacity of mines will drop as a result of 
utilization and dilution of resources and a change in geological conditions. 
Yet, the blast furnaces of iron and steel works may maintain their origina] 
production capacity over long periods of time through overhaul. The 
production capacity of some blast furnaces may even expand through expanded 
construction. Thus, even the original balance will head for an imbalance 
and a gap will appear in ore supply. At the same time, our ore resources 
are not only quantitatively dispersed in an uneven way but are also not 
well-distributed in terms of variety. For example, iron ores are mostly 
concentrated in the northeast, north China and southwest regions; manganese 
ores are mostly dispersed over Guangxi and Hunan provinces; magnesium ores 
are mostly concentrated in Liaoning; clay minerals are mainly dispersed 
over Shandong, Henan and Shanxi. The iron and steel smelting industry 
cails for uot only iron ores and manganese ores but also flux and refrac- 
tory materials and so forth. To adjust the surplus and shortage of ores, 
each iron and steel works is invariably required to take something and give 
something and cannot be self-sufficient in everything. For example, ore 
resources are rich and mining conditions are favorable in Anshan. But since 
1979, Anshan has brought in more than 20 million tons of rich ores from 
other areas, which is almost equivalent to 50 million tons of poor ores 
produced by all mines of the Anshan Steel Works in 1 year. That is why 
some people say Anshan “is holding a golden bowl to beg for food.” 


For these reasons, it is not possible for a certain iron and steel complex 
to maintain a balance between production and requirements for ores over a 
lone period. Why do some iron and steel complexes, disregarding the objec- 
tive conditions of resources, force tueir mines to achieve self-sufficiency 
and “fix ore ouipuc according to iron and steel output?" Essentially it 

is a reflection of substituting the "chief's will” for the objective law. 
It is often closely connected with the irrationality of the management 
system. In an iron and steel complex, the iron and steel company or 

the iron and steel works is the highest administrative setup, and mines 

are under the leadership of the iron and steel company. The mines ao 
whatever the company asks them to do, sub rdinating themselves to the 

need of iron and steel production. This gradually leads to a situation 

in which the output of iron and steel determines the production of the 

mine and “the output of ores is fixed according to the output of iron and 
steel.” The result is that a relation of subordination exists between 

two different trades: iron and steel works ani mines. Thus, in making 
plans, carrying out construction or arranging everyday production, mines 
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are required te meet the needs of iron and steel works while the actual 
comitions of the mines and the objective laws are often net considered, 
The normal production order ot the mines Is disturbed. Sometimes, in 
orcer to satisiy the needs of the smelting industry, the mines have no 
alternative but to extract ores and stop tunneling and stripping with 

the result that ores are overstocked or the output of ores is decreased. 
In particular, making some enterprises and areas which have rich ore 
resources but low smelting capacity "fix the vwutput of ores according 

to the output of iron and steel” is tantamount to “cutting the foot to 
fit the shoe” and marking out a prison on the ground. The result is that 
large mines cannot be exploited on a large scale and mines with good 
conditions cannot be opened up first and that resources cannot be fully 
exploited and utilized. To make some enterprises and areas with great 
smelting capacity but poor resources of ores “fix output of areas accor¢d- 
ing to output of iror and steel” is to force a cock to lay eggs. The 
result is that in some cases people try to find ores in some areas, 
knowing well that no ores can be found there, or else, they extract poor 
ores if no rich ores are found. This is economically irrational and a 
great waste to the state. 


True, under given conditions and within a given time self-sufficiency in 
ores will play an accelerating role. For instance, enterprises which have 
not achieved sufficiency though conditions exist for doing so or enter- 
prises which have not achieved sufficiency within a given time though 

their resource conditions are sufficient, can achieve sufficiency quickly 
through subjective efforts, thereby playing a definite role in accelerating 
the construction of mines. But cases like this are not numerous. 


2. In “fixing the output of ores according to the output of iron and 
steel,” the characteristics of mines are overlooked and the law governing 
development of mine production is violated. As an independent department 
ot social production, the mining industry has its characteristics and 
regularity. Mines should not be made to follow the hard and fast rules 

of the smelting industry, The characteristics of mining industry are: 

1) The subject of labor is nature, and the localities of labor are 
restricted by the natural world in various ways, 2) Energy is lost 
quickly. Moreover, the more the productive forces are developed, the 
faster is the loss of energy. 3) The construction cycle is long and 
returns are slow. It is frequently necessary to throw projects into 
operation at separate stages and in separate groups. For instance, to 
bui'd a 1,000 cubic-meter blast furnace will generally take only 10 months 
while to build a large mine capable of satisfying the needs of a 1,000 cubic- 
meter blast furnace will take 3 to 5 years, To insure that mine production 
is adapted to the need of the smelting industry, it is imperative co open 
up mines before building blast furnaces. !c one digs well when one teels 
thirsty, it will be too late, If, disrexarding the regularity of «ine 
production, we still build blast furnaces and open up mines simultaneously 
or if we build blast furnaces first and mines next, mining construction 
will not be completed while blast furnaces will be starved. 

















3. “Fixing the output of ores according to the output of iron and steel" 

is detrimental to specialized management. Specialized management of the 
mining industry is far superior to decentralized management. Taking the 
important questions of miniag industry Into overall consideration, 
specialized management may insure unified planning, strengthen planned 
management and popularize mechanized operation. In short, organizing 
specialized large-scale production is the inevitable road to high-speed 
development of mine production. In all the countries in the worid where 

the mining industry is developed, independently operated mine selection 
companies are established to practice specialized management. In our coal 
mines which form their own system, specialized management has achieved 
success and has developed rapidly in recent vears. The Panzhihua 
Metallurgical Mine Company is an independent mine company separated from 

the Panzhihua Steel Works. It has summed up five advantages o* independent 
mine companies: 1) Leadership can be strengthened over mine operations 

and problems can be solved promptly. In an integrated complex, the energies 
of the leaders are not equal to their tasks and mine problems cannot be 
solved promptly. With the introduction of specialized management, the 
leaders can devote themselves to mines and problems, if any, can be solved 
quickly. 2) Mine production and construction can be organized and managed 
according to the characteristics of the mining industry, and the mistake of 
running mines along factory lines and issuing confused orders can be avoided. 
3) Large mines can be opened up on a large scale and good mines can be 
opened up first according to the actual conditions of resources. Things can 
be done freely without being hindered by the smelting problems. 4) Planned 
and proportionate development of mine production can be organizationally 
insured, and investments, equipment, materials and manpower allocated to 
mines can be used on mines and for the purposes for which they are intended. 
5) Establishment of independent mine companies is favorable to developing 
scientific research on mines, training personnel in a specific field, 
building a professional contingent and speeding up mine transformation. 

But the practice of "fixing the output of ores according to the output 

of iron and steel" takes mines as the appendages of the iron and steel 

works and cuts an integral department of the mining industry into several 
broker pieces attached to the iron and steel complex. Further, since iron 
and steel complexes mainly assess pig iron, steel and rolled steel, no 
importance is given to iron ores which are merely taken as raw materiais. 
Iron ores can only revolve around blast furnaces, They cannot be exploited 
freely, and it is not possible to adopt large, specialized technical 
equipment. This is not favorable to the popularization of advanced 
experiences, 


4. “Fixing the output of ores according, to the output of iron and steel” 
engenders economic trrationality, With the “output of ores fixed according 
to the output of iron and steel,” lurge and good mines marked by good 
resource conditions, small construction investments and low production 

cost cannot be exploited on a large scale whereas some mines whose 
resources are poor are obliged, in order to achieve self-sufficiency in 
ores, to exploit small mining centers where the ore layers are thin, 

of low grade, buried deep and difficult to select and where transporta- 
tion facilities are poor. Economically, this causes a great waste. 
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>. “Fixing the output of ores according to the output of iron and stec!" 
is unfavorab'« +o large-scale socialist cooperation. For varicus reasons, 
some of our i*., and steel works are operating on the old base built during 
the period o: Japanese occupation; some are built with consideration given 
to rational distribution of the iron and steel industry; some sre built 

to meet the needs of war preparations. In the case of these enterprises, 
the imbalance between production and requirements for iron ores can 
entirely be rectified through an overall balance and mutual adjustment. 
But if all of these enterprises “fix the output of ores according to the 
output of iron and steel" and if large mines rest content with self- 
sufficiency, there will be no way to solve the problem of ore materials 
for those iron and stce! works which have little ores or no ores at all. 
To sum up the above, “f» ‘ix the output of ores according to the output of 
iron and steel" locally .> nm in line with the actual conditions of mine 
production and with the e:«ntomic Laws. It hinders the development of mine 
production. This practice should be changed. 


How should it be changed? We should proceed from the actual conditions 
of the mines and from the actual needs the national economy puts before 
the mines, respect the natural laws of mine production and construction 
and carry out mine construction according to plan and in a preportionate 
way. 


A. Do a good job of readjustment within the iron and steel industry and 
readjust the proportions of the mines and ths smelting industry. At 
present, the proportions within our iron and steel industry are still such 
that the middle is large and doth ends are small (smelting capacity is 
larger than the capacity of raw materials and rolled steel). Both in terms 
of construction scope and in terms of actual output, iron ores are in 
“short supply." Several million tons of ores are impoxted each year to 
meet the needs of emelting operation. If things go on like this, mine 
production and construction will be adversely affected and sooner or 

later these circumstances will hold the entire iron and steel industry 
back. According to the development law of the iron and steel industry, 
raw materials must be obtained before they are processed and raw materials 
must take precedence over and exceed the processing operation, generally 
by 15 to 20 perce: ot. 


B. Persist in opening up large mines on a large scale and opening up good 
mines first. We should comprehensively analyze and compare the existing 
iron ore resources in our country, concentrate \orces to first exploit 

the large mines marked by large deposits, high grade, good communication 
facilities and ores that are easy to extract and dress. Advanced equipment 
should be used, advanced technology adopted, exploitation intensified and 
efficiency raised. Mines should exploit ores for supply not only to their 
own enterprises and local areas but also to other parts of the country if 
transportation conditions permit and if it is economically rational. With 
regard to small mines where deposits are small ard ores are poor and 
difficult to extract and dress and where communication facilities are 

poor and extraction is economically not rational, exploitation may be cut 
down, deferred or stopped. 
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C. Base ourselves on «cxisting conditions and persevere in a self-relving 
spirit. Viewed tram the ervistins conditions of our country, if is not 
onive necessary bul alse entively pessible to achieve nat loawide sclt- 
sulsticiency in ores. Our resources are rich and, althoush the: r grades 
are not high, the needs .a0 be met In quality and qua tity through ore 
dressing and improving techniques. The grades of superior ores produced 
by some ore dressing plants have reached 60 percent and are up to the 
advanced international level. To achieve nationwide self-sufficiency 
in ores is advantageous both economicaliy and from the long-range view- 
point of war preparations. One ton of imported fine ore powder will cost 
A about 65 yuan including freight while 1 ton of fine ore powler of the sane 
grade produced by some of our major iron mines costs only 30 yuan and 
its allocation price is a little more than 40 yuan, about 20 percent less 
than the cost of the imported product. To achieve self-sufficiency in ores 
by ourselves is economically rational and is also a good way of providing 
jobs tor our labor force. 


D. Carry wut the policy of improving the quality of materials and persist 
in coordination of mining and dressing. At present, iron ores not only 
leave a gap in supply but also fall short of needs quantitatively. As 
their ores are of low quality and cannot be sold, some mines have no 
alternative but to cut down production. Thus, inproving the quality of 
ores will create favorable conditions for the smelting industry and also 
conditions for developing production of ores. ‘There are many rezsons for 
the low quality of ores, the important one being that some rines lack a 
complete set of extracting and dressing equipment and scm dressing plants 
have not reached the required technical standard and some enterprises can 
extract ores but cannot dress them anc some cannot dress the ores up to 
the standard. To solve this problem, it is necessary to build dressing 
plants near the mines so that ores can be extracted and dressed on the 
spot and extracting and dressing can be coorditated, At the same time, 
the technical problem of ore dressing should be satisfactorily solved and 
fine mineral products shou!d be turned out. 


E. Persist in specialized management and restructure the mine system. 

On the basis of experiences acquired at home and abroad and taking into 
account the prodiction practice of our mines, in large wine areas with 

rich resources and communication facilities, specialized independent 

mine companies should be established and mine production shou)d be sepa) ited 
from iron and stee! smelting and processing to facilitate the practice of 
specialized management. 
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ECONOMIC PLANNING 


ECONOMIC JOURNALS DISCUSS REFORM OF CONSTRUCTION INDUSTRY 
Beijing JINGJI GUANLI in Chinese No 7, 25 Jul 79 pp 9-13 HK 


[Article by Zheng Yuan [8742 3119]: "How To Restructure the System of 
Construction Management" ] 


[Text] The construction industry is an important material production de- 
partment for realizing the enlarged reproduction of society. In advanced 
capitalist countries, it is one of the three important pillars of the 
national economy. In our country, it is also an independent industry 

with millions of workers. Since the founding of our country, our construc- 
tion industry has achieved great successes in the recovery and development 
of the national economy, and in the establishment of our independent system 
of industries. It has also changed the face of our cities and countryside, 
and improved the living conditions of the people. This is crystal clear. 
However, as compared with other industrial departments, both its mode of 
production and technological installations are relatively backward. Its 
labor productivity is extremely low and its principal economic index-- 
technology--has not yet attained its highest level in history. During the 
lst 5~Year plan, the average annual increase in labor productivity in the 
construction industry was above 8 percent. Since 1966, such increases have 
practically ceased. The efficiency of many units has not only failed to 
improve but in some cases it has actually declined, Previously, the 
construction of large- and medium-size projects normally took 2 to 3 years 
from initiation to completion. At present, it takes 3 to 4 years. Some 

of them even take much longer. In addition to the disruption and sabotage 
of Lin Biao and the “gang of four," such a situation is very much related 
to defects in the existing management system and management method. Such 

a system not only fails to meet the demands of the objective economic laws 
in many aspects but also obs’ructs the development of the productive forces. 
The Communique of the 3d ple:um of the 11th CCP Central Committee pointed 
out: “The realization of the four modernizations demands extensive improve- 
ment of the productive forces. it also demands changes in the relations 

of production and the superstructure which are not in accord with the 
development of the productive forces. In other words, it demands the change 
of all unsuitable styles of management, activity and thought." Based on 
many years of experience, we believe that the structural reform of the 
construction industry requires, first of all, the solution of the following 
problems. 
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Building Materials Have To Be Distributed to the Construction Enterprises 


for the persistent and uninterrupted operation of any enterprises, the 
availability of the necessary means of production is crucial along with 
their own objects of production and labor forces. An adequate supply of 

raw materials must be insured. This is common sense in the Marxist view. 
However, under the existing economic management system, building materials 
are not distributed to the construction enterprises. Rather, they are 
distributed to the construction units according to various investment 
systems. In this way, there appears a very strange situation in actual 
economic life: enterprises are the direct material producers in the process 
of basic construction. However, they have no control over building materials. 
It is the construction units which are not directly involved in the organiza- 
tion of work that are charged with the responsibilities of ordering, 
purchasing and supplying such materials and equipment. This has artificially 
complicated the organization of social productive forces. The original] 
intention of distributing resources according to construction projects was 

to insure the balance of production, supply and marketing of the national 
economy through the redistribution of the means of production. This helps 

to bring into full play the enthusiasm of the departments and localities 

in order to set up priorities for the war of extermination. However, 

judging from the actual results, this distribution brought a lot of problems. 
First, it easily led to the dispersal and overstocking of resources easily. 
At present, in addition to the tens of thousands of small projects, we have 
over a thousand large- and medium-size projects under construction. Under 

the present scheme, each project means an additional account and each 

account gets g portion of the materials. In this way the limited amount 

of resources are diviced among thousands of accounts. The result is that 

no one has enough and no one succeeds in getting his work done. This 

makes the overstocking situation in warehouses much worse. Second, con- 
struction units and actual building units have their own forces for purchas- 
ing, maintaining and transporting materials. They have also established 
their own warehouse systems. This results in a serious waste of human 

and material resources. According to statistics, the proportion of personnel 
in charge of material between construction units on the one hand and actual 
building units on the other is one to one, two to one, or more. Each 

project requires at least three to five persons and may even be over 

10 persons. The total number of persons who run around collecting materials 
amounts to over 10,000. The persistent problem of purchasing personnel 
runnin; around to various places is due to the shortage of resources. This 
is one aspect. However, it is primarily due to the existing resource 
distribution system. Third, since the actual building units have no control 
over the supply of materials, they cannot organize construction work 
scientifically according to construction procedures. As a result, produc- 
tion is often passive. This is unfavorable to guaranteeing the keypoints 

and operation. This also harms the rational utilization of resources. 
Fourth, it easily leads to confusion of responsibility e 4 wrangling 
between construction units on the one hand and the actua’ bui’ding units 

on the other. It harms the implementation of the system of job responsi- 
bility and the contract system. 











All these point to the fact that vigorous reform of the present resource 
distribution system for basic constructions is the key link to ultimately 
rectifying the present state cf “delay, scattering, confusion and waste." 

It is also crucial to accelerating the speed of construction and bringing 
into full play the enthusiasm and initiative of construction enterprises. 
How should the ieform be carried out? From the perspective of our present con- 
ditions,there are two steps to achieving reform: the first is to abolish 
the present method of distribution to constriction units according to the 
resource indices. It should be replaced by direct distribution to con- 
struction enterprises. Construction enterprises should be responsible 

for ordering and purchasing materials and organizing supplies. They 

should set up guaranteed maximums for labor and material costs and be solely 
responsible for the time and quality of construction work. To implement 
such a reform, the planning year and design year must be moved up. The pre- 
sent method of formulating projects, ordering equipment and materials and 
starting construction work all in the same year must be changed. Indices 

for resource distribution should be appraised and decided according to the 
budget of each project. No gaps should be left. 


Construction projects which take a longer time can appraise their materials 
annually. In order to prevent the shortage of supplies and insure the 
uninterrupted progress of construction, the state should allocate a definite 
amount of working material to the construction enterprises according to 
their contract capacity and the nature of the construction work. The 
success of such a reform will substantially improve the Labor productivity 
of the construction industry. The speed of our basic construction will also 
be immensely accelerated. 


The second step is, upon the foundation of the development of production, 
to reduce the proportion of resources centrally distributed by the state. 
The sphere in which the means of production are turned into commodities 
must be enlarged. Construction enterprises should obtain more resources 
through the market economy and placing direct orders with producing 
factories and mines. The nature of our socialist economy determined that 
certain principal resources must be centrally distributed by the state for 
a definite long period of time in the future. However, generally speaking, 
the market will be more flexible if less resources are under centralized 
distribution and more resources are in the market, This is more favorable 
to bringing the initiatives of enterprises into full play. If the majority 
of building materials now distributed by the state are to be obtained by 
the enterprises through purchase and order in the market, this will make 
the overali supply of resource more rational and eliminate intermediaries. 
It will also greatly improve the contracting capacity of enterprises, 

This will promote the achievement of greater, faster, better and more 
economical results in basic constructions, 














Construction Enterprises Should Become More Localized and Specialized 


When our country was founded, our construction industry was developed along 
the two lines of self-management and contract. The system of enterprise 
management was under the jurisdiction of more than 10 departments within 
the two large central and local systems. During the structural reform 

of 1958, with the exception of a few more specialized enterprises, the 
majority were transferred to the local level. This had good results in 
the handling of contradictions between “cencralized control” and “localized 
control" as well as in bringing into full play the enthusiasm of the 
localities. However, in recent years, some departments began to regain 
control ot many enterprises. Some departments which formerly did not have 
any construction teams began to actively organize their own. From the 
perspective of many years of experience, this kind of multiheaded leader- 
ship and self-contained system of management is harmful to the overall 
arrangement of construction work. It increases the instances of long 
distance mobility of construction teams and precludes the rational planning 
of production and living bases. In this way, the potentials of enter- 
prises are not fully tapped. According to rough estimates, in recent 
years there have been at least 50,000 to 60,000 people who annually travel 
to other provinces as construction workers. The number of working days 
lost is as high as 3 to 4 million. Production and living bases are estab- 
lished and abandoned and then rebuilt again, This not only results in 
serious waste but also brings many practical difficulties to the workers. 
Of course, the technological and economic characteristics of the con- 
struction industry makes it impossible to settle down in one place like 
the industrial enterprises. However, generally speaking, the smaller 

the sphere of mobility the better the management results of enterprises. 
There is no doubt about this. The present strategic layout for the 
development of our national economy has already been resolved, The 
conditions for relatively settled local construction are ripening. From 
now on, with the exception of a few highly specialized construction pro- 
jects such as railways, hydraulic structures, tunnels and oilfields which 
require construction teams directly subordinate to the departments, all 
other construction and installation enterprises should be transferred 

to the local level. In this way, they can be relatively settled ina 
definite locality. In the meantime, various specialized construction 
companies or joint ventures such as apartment building companies and 
construction companies for chemical plants and the tourist industry can 

be set up economically and rationally and on the basis of coordinate 
specialization. The use of earth work machines and large-scale hoisting 
and transport machinery under the command of various departments should 

be centrally planned. Machine and tool rental stations or specialized 
companies should be set up in various localities. Companies that have 
been restructured should practice independent accounting and undertake 
sole responsibility for their profits and losses. Their construction 
tasks should not be restrained by either centralized control or local 
control. Some large-scale joint ventures cannot only have their own 
specialized construction and installation units but also can establish 
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the necessary design, technical services and scientific research organiza- 
tioas wher such needs arise. 


In order to raise the level of socialization of production, we also have 
to break through Limitations imposed by rules and regulations (n the large- 
and medium-size cities as well as in areas of concentrated construction 
work. Within construction enterprises, production units such as timber 
processing, concrete structuring and water and heating equipment should 

be readjusted and consolidated. They should be rationally distributed 

so as to establish a specialized goods production system with a full 

range of varieties. Commodity production should replace the existing 
backward mode of production by processing raw materials and practicing 
diversified management. Only then can our construction industry be trans- 
planted to the foundation of modernized management and technology. 


Expand the Self-management of the Construction Industry 


At present, nominally, a considerable number of construction enterprises 
are independently operated production units. In reality, their power of 
self-management is extremely limited. Enterprises cannot arrange their own 
production activities and have no capital which they can allocate. A 
timely adjustment of labor forces cannot be carried out in response to 
changes in the construction tasks. These enterprises have no stable income. 
Even the form of wages and rewards in these enterprises have to be decided 
by xigher authorities. This has seriously hampered the enthusiasm and 
initiatives of the enterprises. In the process of structural reform, we 
should regard the expansion of self-management in enterprises as important. 
The existing situation of excessive administrative means and overconcentra- 
tion of power must be rectified. 





Which area in the enterprises requires the most urgent expansion of power? 


First, the contract system should be carried out extensively. Under the 
guidance of national planning, enterprises should have the right to sign 
contracts with construction units and other economic departments, Under 
the premise of undertaking the terms of the contract, enterprises should 
reserve the right to organize construction work according to the most 
economical and rational program. Higher level organizations and construc- 
tion units should not interfere with the normal provuuction activities of 
enterprises. 


At che same time, they should allow the enterprises to take up additional 
construction tasks after the fulfillment of national planning. Only then 
can the enterprises have genuine self-management in their production 
management activities. 


In order to promote independent accounting of enterprises, the existing 
standard of charges and costs should be replaced by pegged profits. The 
standard of charges should be determined by the scale of construction 
and the complexities of technology. It should not be differentiated 

by relations of subordination. Enterprises should be allowed to compete 
with each other Construction enterprises 4 nponent production units 
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should undertake pegged profits. Various fees that shouid be tncluded 
in the construction cost and cost of production, including those to be 
paid by the state and those to be drawn from construction units, should 
have rational standards which accord with their respective conditions. 
They should be included in the construction costs so that individual 
enterprises can cover their expenditures by their operational income and 
undertake sole responsibilities for profits and losses. 


The basic construction of enterprises should be included in national 
planning and maintained at a suitable proportion. The expenses for 
technological equipment and capital for the construction of staff quarters 
of newly established enterprises or enterprises with the state's permis- 
sion to move over a long distance should be invested by the state. The 
replenishment of normal fixed assets should be taken care of by replace- 
able capital and profits within the enterprises. In order to suit the 
elastic situation of construction tasks and the seasonal nature of con- 
struction work, construction work teams can consider the possibility of 
dividing up into basic and reserve forces. Basic forces should consist 
of a permanent staff and technical workers. In accord with labor plans 
permitted by the higher level, enterprises reserve the right to select 
the most qualified workers. Reserve forces should consist primarily of 
nontechnical and temporary staff. Enterprises should reserve the right 
to recruit or fire them. All enterprises have the responsibility to 
protect the system of socialist ownership of the nation. No organization 
or individual has the right to apportion capital or withdraw labor forces 
and mechanical equipment from the enterprises. 


The structural reform of the construction industry is a component part 

of the whole national economic management system. Years of experience 
have proved that it is impossible to raise the productivity of the 
construction industry without solving the structural problems. However, 
structural reform is a highly complicated piece of work. We cannot expect 
to achieve it all in one blow. Nor should we adopt a passive wait and 
see attitude. A cautious and positive attitude is the most appropriate. 
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HCONOMIC PLANNING 





BRIEFS 


CUIZHOU ENTERPRISES--Some 36 industry and communication enterprises in 
Guizhou have decided to set up trial points in expanding the rights of 
self-management. Through the trial points, they will sum up their 
experiences in the management of enterprises to transform the management 
of all the enterprises. The leadership groups in these enterprises are 
sounder since they have been rectified. These enterprises have the right 
to demand that the departments concerned insure a supply of raw materials, 
fuel and motive force and to apply to export their products after ful- 
filling the state plans. They also have the right to reward the staff and 
workers. The leading comrades of these 36 enterprises also took part 

in a conference held by the provincial revolutionary committee from 

'O-L5 September in Guiyang on setting up trial points to expand the rights 
of self-management of enterprises, [Guiyang Cuizhou Provincial Service 

in Mandarin 2315 GMT 22 Sep 79 HK] 


HUBEL STOCKTAKING, AUDITING CONFERENCE--The Hubei Provincial Revolutionary 
Committee recently held a conference on stocktaking and auditing. (Zhang 
Jingsheng), vice chairman of the Hubei Economic Committee and chairman 

of the office of the leadership group of stocktaking and auditing and 
turning losses into profits, outlined plans at the conference. He de- 
manded that stocktaking be completed by the third quarter of this year, 
while auditing be completed by the end of November. Those with difficul- 
ties must complete their auditing before the first quarter of next year at 
the latest. Wang Qun, deputy secretary of the Hubei Provincial CCP 
Committee and head of the leadership group of stocktaking and auditing 

and turning losses into profits, made a summation at the conference, He 
urged every area to set up leadership organs for stocktaking and auditing 
and to do a good job, expand the rights of self-management of the enter- 
prises and lay a good foundation, [Wuhan Hubei Provincial Service in 
Mandarin 1100 GMT 22 Sep 79 HK] 





LIAONING SUPPLIES MEETING--Recent provincial meeting of directors of 
supplies bureaus set forth 25 measures to promote supplies work throughout 
Liaoning Province. Chen Puru and Wang Guangzhong delivered speeches at 


the meeting. [Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 
18 Sep 79 SK] 
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CENERAL ECONOMIC TNFORMATION 


HAINAN MEETING DISCUSSES INDUSTRIAL PROBLEMS 
Haikou Hainan Island Service in Mandarin 0330 GMT 8 Oct 79 HK 


[Summary] The Hainan Regional Revolutionary Committee held a telephone 
conference on 27 September, which demanded that industry and communications 
work hard throughout the fourth quarter and also institute the method of 
deducting a percentage of excess profits for use as bonuses. Dou Yingjun, 
deputy secretary of the regional CCP committee, and (Li Wanfu), member of 
its Standing Committee, took part in the meeting. 


The meeting poinred out: “It is estimated that by the end of September 

the region has fulfilled 62 percent of the year's quota for total value 

of industrial output. It is estimated that output of only 16 out of 47 
major industrial products can fulfill or overfulfill the quotas. While 

it is difficult for the quotas for the other 31 te be fulfilled, the 

year’s quotas for some products have set yet been half fulfilled.” In 

view of these problems, the meeting desanded that the industrial departments 
lauach the masses to tap potentials and do everything possible to increase 
production and improve quality. 


The meeting emphasized: “The region has made slow progress in popularizing 
the method of deducting a percentage of excess enterprise profits for use 

as bonuses. There are also differences in development between different 
counties and systems. Some units have not yet moved. It is necessary to 
specd up the work and popularize the method everywhere. The finance, 
planning and industrial departments must immediately verify in a truth- 
seeking way the fourth quarter profit plans of all enterprises and avoid 
tendencies to set figures too high or too low. In principle we should 
insure that enterprises are able to overfulfill their profit quotas or cut 
their losses, so long as they make an effort, and that a margin is left. 
Enterprises which fulfill their profit quotas are allowed to retain a 
percentage of their profits in accordance with the provincial regulations, 
and the greater part of excess profits, generally speaking 7/0 percent, 
should be retained by the enterprises. The proportion should varv according 
to the type of enterprice.” 
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GENERAL ECONOMIC INFOKMATION 


BRIEFS 


GUANGDONG PRODUCT QUALITY--The Guangdong Economic Committee recently held 

a meeting to select quality products in accordance with the four conditions 
promulgated by the State Economic Commission. The meeting selected 63 
quality products, making a total of 71 quality products including the 8 
quality products selected by the State Economic Commission. The selection 
in Guangdong was the first of its kind since liberation. According to 
incomplete statistics, the economic committees of the prefectures and 
municipalities recommended a total of 253 quality products. The selection 
was based primarily on products for export. Of the 63 products, 45 are for 
export, accounting for 70 percent of the total. The 63 quality products 
will be officially announced at the upcoming Guangdong television broad- 
casting rally on 22 September. [Guangzhou Guangdong Provincial Servic. 

in Mandarin 1130 GMT 20 Sep 79 HK] 


GUANGDONG'S QUALITY INSPECTION CONFERENCE--The Guangdong Economic Committee 
recently held a conference of advanced quality inspection personnel. One 
hundred and four advanced quality inspectors of factories and enterprises 
of the industry and communications system in the whole province were 
commended and rewarded by the provincial economic committee The conference 
demanded that the quality inspection personnel of all factories and enter- 
prises strictly pay attention to the standards of quality and carry out the 
inspection system. The conference pointed out that, since the province's 
first “quality month" activities last September, the province has improved 
the situation of the serious decline in quality products, [Guangzhou 
Guangdong Provincial Service in Mandarin 1130 GMT 21 Sep 79 HK] 


GUANGZHOU TRADE UNION CONGRESS--The 10th Guangzhou Municipal Trade Union 
Congress concluded on the afternoon of 10 September after convening for 

5 days. The congress summed up the experiences and lessons of the workers 
movement since the 9th Guangzhou Municipal Trade Union Congress, obtained 
a clearer picture of the fundamental orientation and tesk of trade union 
work and elected the 10th committee of the Guangzhou Municipal Federation 
of Trade Unions, The congress called on the working class in Guangzhou 
to deeply launch the movement to increase production and practice economy 
and try by every way possible to fulfill this year's production plans. 
Attending the closing ceremony were Guangzhou Municipal CCP committee 
secretary Ou Chu, municipal CCP committee deputy secretary Luo Fanqun, 
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municipal revolutionary committee vice chairman Zhong Xuben, Guangzhou 
garrison commander (Han Zhao), Guangdong Federation of Trace Unions 
chairman Liang Guang and Wuhan Municipal Federation of Trade Unions 
vice chairman (Ding Oing). [Guangzhou Cuangdong Province lal Service 

in Mandarin 1130 GMT 11 Sep 79 HK] 


HUBEI LABOR MODEL CONFERENCE--The Hubei Federation of Trade Unions recently 
held a conference of labor models and advanced producers. Some 90 repre- 
sentatives participated. These models and producers have a high degree 

of the ideology of being masters and the boldness to scale heights. Their 
experiences are persistence in the correct ideological line, serious 
implementation of the principles and policies formulated by the third 
plerum and working hard. In this way, they can speed up the progress of 
the four modernizations. Giving speeches at the conference were Hubei 
Provincial CCP Committee Secretary Han Ningfu, deputy secretary Li Wei and 
provincial revolutionary committee vice chairman Zhang Jinxian. They 
pra.sed the achievements of these models and producers, urged them to 
score new achievements on the new long march and wished them to further 
emancipate their minds, assiduously study and make still greater contribu- 
tions to the four modernizations. [Wuhan Hubei Provincial Service in 
Mandarin 1100 GMT 7 Sep 79 HK] 





HUNAN COMMENDATION RALLY--The Hunan Federation of Trade Unions held a 

24 September rally in the Changsha Youth Palace to commend top people 

in increasing production and practicing economy and to commend standard- 
bearing work shifts and groups. Present at the rally were 1,000 top people 
in increasing proJjuction and practicing economy and representatives of 

100 standard-bearing work shifts and groups from the industry, communica- 
tion, capital construction, finance, trade, agriculture, forestry, 
scientific research, culture, education and public health fronts in Hunan. 
Zhou Li, Sun Guozhi, Liu Pusheng, Wang Zhiguo, Dong Zhiwen, Shi Xinshan, 
Zhang Wenguang, Xu Tiangui, Liu Yu'e, Yin Ziming, Shi Bangzhi, Liu Shihonz, 
(Li Ting), (Li Zibin), (Han Kaiya) and Kou Wuxian, responsible comrades of 
funan's party, government and army, attended the rally and expressed their 
greetings. Guo Sen, (Cheng Xinglin) and Yang Kaizhi, vice chairmen of the 
Huran Provincial CPPCC Committee, also attended the rally. (Chen Yifa), 
vice chairman of the Hunan Federation of Trade Unions, presided over the 
rally. Liu Yue, chairman of the Hunan Federation of Trade Unions, made the 
opening speech, Comrade Sun Guozhi, secretary of the Hunan Provincial 

CCP Committee, spoke at the rally. (Yi Shaoying), vice chairman of the 
Hunan Federation of Trade Unions, next made a report entitled “Bring Into 
Full Play the Role of the Working Class as the Main Force and Whip up a New 
Upsurge of the Movement To Increase Production and Practice Economy.” 
[Changsha Hunan Provincial Service in Mandarin 1100 GMT 24 Sep 79 HK] 
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1144N RALLY--Chaneechun Municipality held a rally on 22 September to mark 

the success in saving expenses equal to 10,000 Jiefang-brand cars by 
increasing production and practicing economy. Attending the rally vere 
representatives of the activists and advanced workshops in the movement 

to inerease production and practice economy, totaling more than 800 persons. 
(Li Yiping), responsible comrade of the Changchun Municipal CC? Committee 
and (Zhang Guozhu), chairman of the Changchun Municipal Council of Trade 
Unions, were present. Comrade (Zhai Xiangkun), deputy secretary of the 
Changchun Municipal CCP Committee, delivered a speech at the rally. 
{Changchun Jilin Provincial Service in Mandarin 1100 GMT 23 Sep 79 SK] 


LIAONING SHOCK WORKERS--The Liaoning delegation to the national commenda- 
tion rally for shock workers on the new long march left Shenyang for Beijing 
on 16 September. Li Huang, secretary of the Liaoning Provincial CCP 
Committee, received all delegates before their departure. [Shenyang 
Liaoning Provincial Service in Mandarin 1100 GMT 1! Sep 79 SK] 


SHANDONG ADVANCED MODELS TO BEIJING--Six representatives of advanced 
enterprises and nine iabor models on the industrial, communications and 
capital construction fronts left Jinan for Beijing to attend the award- 
giving rally sponsored by the State Council on 25 September. Before 

their departure, they were received by Gao Oiyun, secretary of the Shandong 
Provincial CCP Committee, Song Yimin, vice chairman of the provincial 
revolutionary committee and (Chen Baoxi), deputy secretary of the Jinan 
Municipal CCP Committee. [Jinan Shandong Provincial Service in Mandarin 
2300 GMT 25 Sep 79 SK] 


YUNNAN INDUSTRY, COMMUNICATIONS--By the end of August, the province's 
industry and communications front had fulfilled the whcle year's production 
plans. According to statistics, from January to August, the profits earned 
by the industrial enterprises were 66 million yuan, a 35 percent increase 
over last year's corresponding period. The loss rate was reduced by 

19.1 percent over last year's corresponding period. [Kunming Yunnan 
Provincial Service in Mandarin 1330 GMT 22 Sep 79 HK} 


YUNNAN TRUTH CRITERION FORUM--On 16 September, the Yunnan Economic Committee 
held a forum on discussion of the criterion of truth. The trial-point 

units on expanding the right of self-management of enterprises also attended, 
The participants held that only through the discussion on the criterion 

of truth can trial-point work be launched. fhey held that in the past 

6 months, most of the trial-point enterprises have scored prominent 
economic and political results, The collective welfare of the staff and 
workers in the trial-point enterprises have also increased by varying 
degrees. They pointed out that the road of expanding the right of self- 
management of enterprises has now been fixed and revealed that by expanding 
the right of self-management of caterprises, they can increase the income 
of the staff and workers, the profits of the enterprises and the accumula- 
tions of the state. (Hou Liangfu), vice chairman of the Yunnan Economic 
Committee, spoke at the forum. [Kunming Provincial Service in Mandarin 
1330 GMT 21 Sep 79 HK] 
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FINANCE AND BANKING 


REFORM OF FINANCIAL ADMINISTRATION DISCUSSED 


Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 5, 25 May 79 
pp 16-19 


{“Control System Reform Forum" column by Zhu Fulin [2612 4395 2651] and 
[7309 2037 6134]: “Some Views on Changing the Finance System"] 


[Text] Reforming the financial administration is an important aspect of 
implementing the current policy of readjustment of the national economy. 
A successful reform in this respect is of great significance in giving 
full play to the initiative and creativity of the central and local 
departments, the enterprises and the workers, in promoting the development 
of the national economy, in raising the accumulation rate of funds for 
socialist construction, and in accelerating the Four Modernizations. 


Here, we would like t. present some views on the reform of financial 
administration. 


[. The system of financial administration is an important one for the 
demarcation of authorities in the spheres of financial management and 
financial budgetary receipts and payments between the central and the 

local authorities and between the state on the one hand and the enterprises 
and various institutions on the other, It also embodies the basic princi- 
ples for the control of the stage budget, the financial management of en- 
terprises and various institutions, and the control of capital construc- 
tion investments and revenues, The denarcation between the central and the 
local financial authorities exerts a strong influence on the developments 
of the state's socialist construction and the economy of various regions. 
However, since the enterprises are the main source of state revenue, an 
efficient readjustment of the financial relations between the state and the 
enterprises affects the very foundation of the financial structure, 


Since the founding of the People's Republic, our financial structure has 
undergone many changes. Generally speaking, as far as the relationship 
between the central and the local authorities is concerned, state financial 
power has developed gradually from a highly centralized system of wnified 
receipts and payments to one of unified leadership and differentiated ad- 
ministration. In summary, three different forms of financial structure 
have been practiced: 
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Firs, the highly contralized and strictly enforced system of unified ceccipts 
and payments. Under this system, all methods and criteria of mceipts and 
payments were fixed by the central authorities, and all receipts and payments 
were included in the state budget. All revenues were handed over to the 
ceentrs: authorities and all payments had to be made with allocated funds 
approved by the central authorities, At the end of the year, the surplus 
funds were mainly handed over to the state, because the central government 
was in sole control of financial power. This was consistent with the 
political and economic requirements of that time. History has proved that 
this highly centralized system of unified receipts and payments played an 
important role in insuring the concentration of funds for the central auth- 
orities to support the nationwide war of liberation, for economic recovery, 
for a balance between receipts and payments, and for the stabilization of the 
market. Later, under extraordinary conditions during the Creat Cultural 
Revolution, the same system of unified receipts and payments was used in 

1968 to surmount the current financial difficulties, 


Secondly, the gradual development of the system of unified leadership and 
differentiated administration, When the state had entered the stage of 
socialist construction, objective conditions demanded a combination of the 
centralized system of unified leadership and unified planning with the system 
of local management in a way suitable for local conditions, This means that 
within the whole country, the central authorities should uphold a unified 
financial principle and policy, a unified financial planning and a unified 
system of rules and regulations, while the local authorities should¢ have 
three powers, namely the necessary power to regulate the local financial 
budget, the power to use standby financial resources, and the power to 
formulate financial measures to be implemented within the localities. 


The specific financial structure of wnified leadership and differentiated 
administration has also undergone several changes. But the method which 
was both long-lasting and typical was that of “linking local expenditures and 
revenues and sharing total revenues between local and central authorities,” 
meaning the sharing of the total local revenues between the central and the 
local authorities. This is based on the local estimates of income and ex- 
penditure approved by the central authorities; then theproportion of pay- 
ments to the amount of revenue of a province becomes the share of the pro- 
vince. In localities where the income is greater than expenditure, the 
surplus has to be handed over to the central authorities; conversely, if 

the expenditure is greater than the income, the central authorities will 
make up the deficit. The same proportionate sharing applies to over-budget 
revenues. If, however, thelocal authorities fail to reach the goal of 
revenue, both the central and thelocal authorities will be separately re- 
sponsible for making up the shortage. This method is relatively simple and 
practical. The estimate of income and expenditure and the proportion of 
sharing between the central and the local authorities is revised every year, 
and this method is more suitable and stable under conditions of relatively 
big economic changes, Third, the increase o)} local independence which has 
been tried out. There were fairly great changes in our economic structure 
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in 1°58 and in 1970, During these years, the financial structure also under- 
went corresponding changes. The common feature of these two changes was the 
increased local power in making financial decisions, which is specifically 
manifested in the following three aspect<: 


First, the localities had their own revenue, and any increase of it be- 
longed to the local government. 


Secondly, a locality has the power to make overall arrangements for expen- 
diture within the limit of its revenue, 


Thirdly, a locality has increased power to make use of standby financial 
resources. 


The decentralization of financial power, the establishment of a differentiated 
administration in name as well as in fact, and the development of both the 
central and the local initiative are beneficial to the development of 
various undertakings in the national economy with a correct orientation, 
However, neither of these two changes was carried throughout with persever- 
ance. By now, we can see that the main cause was that conditions then were 
not favorable. First, according to the economic structure, centralization 
predominated, so that even though financial power was decentralized, no real 
effect was produced when financial power was not accompanied by independence 
in action, Secondly, the severe economic fluctuations, bring along with it 
severe fluctuations of financial receipts and payments, could not stabilize 
the financial structure even for a few years. These were the objective 
causes, In work, we stressed the decentralization of financial power but 
over looked its necessary centralization, The financtal receipts by the 
central authorities was so little that it left little room for maneuvering, 
with the result that when imbalances occurred between different localities 
or within a locality during a fiscal year, and readjustment was needed, the 
central authorities were unable to do what they would like to do because of 
their Limited finances and financial power, Furthermore, the transfer of 
financial power to the lower levels was mainly concerned with the rela- 
*iouship between the central and the local authorities without sufficient 
attention to the problem of providing a wider scope for the initiative 

and activism of enterprises, or any a-tempt to solve such a problen, We 
will attempt to elaborate on this point later. 


il. Generally speaking, the primary purpose of reforming the structure of 
financial management is to help the Four Modernizations. At present, it should 
also help implement the policy of readjustment. To be specific, the prin- 
ciple behind the reform of financial management is the enforcement of dif- 
ferentiated administration under the unified planning and leadership of the 
central authorities, in order to arouse the enthusiasm of various parties 
concerned, In other words, what should be centralized must be centralized 
and what should be transferred to lower levels must be transferred to lower 
leve's. We must koep our eyes on promoting production and improving economic 
resu/ts and adopt suitable methods to create wealth, Like other economic 
work, financial work should observe the objective economic laws. 
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At present, is our financial management over-centralized and the control too 
rigil, or are ouc tinancial resources too thinly spread out and the control 
not strict enough? We hold that this question should be concretely analyzed. 
in financial work, there is now on the one hand the tendency toward decen- 
tralization of funds due to inadequate centralization, resulting in different 
policies from many departments and laxity in discipline; and, on the other 
hand, there is over-centralization with adverse effects on the initiative, 
activism and creativity of the localities and enterprises. We should say 
that the present financial structure has not stepped out of the confines of 
unified receipts and payments or “eating out of the same pot.” Yet it is 
incorrect to say simply and without research that it is a form of over- 
centralization and over-rigid control. Below, we will study this problem 
analytically and talk about the methods of restructuring. 


First, centralize what should be centralized under the central authorities, 
and adequately increase the proportion of finance for the central authorities. 


Ours is a socialist country practicing a planned economy. No matter how 
reforms are carried out for the financial structure, the first requirement 

is to guarantee a unified plan for financial receipts and payments and a uni- 
fied leadership over financial work. All national financial principles and 
policies, the national budget, the rate of taxation, the criterion for national 
payments, the ratio for special funds drawn by enterprises, the scope for 

the payment of production costs, expenses for commodity circulation, and 
important financial rules and regulations should be exclusively decided by 
the central authorities. The centralization of these major powers in the 
central authorities should be consistent with the whole people's basic in- 
terests. This is also an important condition for carrying out planned 
socialist construction and helpful in realizing the Four Modernizations. 

If every locality carries out tax reduction or examption at will, or 

breaks into the funds which should be handed over to the state, in the name 
of reforming the system; if they freely expand the scope of expenditure, raise 
the ceiling of expenses, or arbitrarily raise commodity prices, increase 
Wages and pay subsidies and bonuses by inventing plausible causes, they 

will certainly disrupt the national economy. This is contrary to the spirit 
of reforming thestructure and will be disadvantageous for the readjustment 
and consolidation of the national economy. We are not mentioning this prob- 
lem without reason, because this is a tendency deserving our attention. 


In our present national financial receipts and payments, only about 15 
percent of the total national budgeted revenues belongs to the central 
authorities, while their payments amount ot about 45 percent of the total 
national budgeted expenditure. Obviously, there is some inconsistency be- 
tween the financial responsibility and the financial power of the central 
authorities, and that is why the central authorities may sometimes find it 
difficult to cope with some unforeseen problems, handicapped as they are by 
the limited resources at their disposal. If we are asked what have we 
learned from the transfer of financial power to lower levels, we should say 
that the over-dispersal of funds which hampered socialist construction has 
given us the main lesson. 
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What would be the suitable ;roportion for the finances of the central 
suthorities:? We feel chat approximately 40 percent should be fairly ade- 
quate. How should the proportion of financial receipts for the central 
duthorities: be lnereased? We propose that some of the backbone enterprises 
which have a taircly strong influence on the entire national economy be 
brought under the control of the central government. The control of produc- 
tion, supply and marketing of these enterprises is in the hand of the con- 
trolling department, but financial affairs alone have been transferred to 
the localities, Because of the dislocation between financial and produc- 
tion plans, many problems have cropped up in practice. As we can see now, 
it would be advisable to combine the enterprise's production, supply, mar- 
keting, manpower, money and materials under a unified management, rather 
than under a dual leadership which would make it hard to determine who should 
be the chief. It would be even more inadvisable to transfer only financial 
power to the lower levels and retain all other powers at the higher levels. 
Aftec a joint study by the departments concerned and due consultation with the 
localities, it may be advisable that some enterprises be brought under the 
leadership of the controlling departments. This is not only necessary out 
of tinancial considerations but also beneficial to the development of pro- 
duction and the raising of technical standards. Of course, the number of 
entecprises to be transferred to the jurisdiction of the central departments 
Should not be excessive, 


Secondly, increase the inagependent financial power of the localities and 
let the lower levels fully play their financial role, 


Our provinces and autonomous regions generally have areas of hundreds of 
thousands of square kilometers with populations of several millions, and are 
larger than a European country. Therefore, all provinces and autonomous 
regions should possess certain independent financial power. With the ex- 
ception of matters concerning principles, policies, rules and regulations 
and plans under the unified control of the central authorities, as mentioned 
above, the control of financial revenue and expenditure in the local sphere 
should in principle be exercised by the localities. The present system also 
provides for differentiated administration, with the localities exercising 
their own financial power. However, in fact, criteria for local financial 
receipts and payments all conform to the instructions relayed from the cen- 
tral authorities every year item by item. The criteria for payment in 
particular are fixed according to the opinions of the controlling depart- 
ments after a process of balancing and then relayed to the lower levels 

with different allocations for different categories, and some times different 
items. The local authorities cannot carry out any comprehensive arrange- 
ments according to local conditions; so it can be said that this is still 

a system of unified receipts and payments, The central authorities even fix 
rules for the use of the standby financial resources, According to these 
rules, only certain percentages of the resources could be used [for certain 
purposes. This practice dampens the enthusiasm of the localities and ties 
theic hands. At the same time, it encourages the localities to form the 
habit of reliance in financial matters, and consequently they have to ask 
for state assistance in many matters, large or small, 


35 








Hereafter, if a better differentiated financial system is to be set up be- 
tween the central and local finance, the scope of receipts and payments must 
be clearly defined and must remain in effect for several years. Since the 
localities have their own source of financial income, they should be free 

to spend more, provided they can earn more, This method will encourage 

the localities to increase production, practice economy, tap potentials, 

and earn more income. When the revenue goes to the localities, expenses 

can be paid by the localities according to the central authorities’ policy 
of overall arrangement. For example, such matters as investments in capital 
construction, the development of cultural and educational undertakings, and 
the determination of the priority of different projects can be decided at the 
local level, while the central authorities reserve their right to examine 
and comment on these activities in order to achieve an overall balance. In 
this way, the localities will pay greater attention to results, to cost ac- 
counting and to the overall balance. Then many defects in our present 
economic system can be prevented and corrected, 


Since local economic conditions are different, the levels of efficiency in 
management should also be different. After enlarging local financial 
power, some localities may achieve better and quicker results than others. 
This phenomenon should be encouraged rather than feared. To assist the 
localities with rather backward economic conditions, particularly the auto- 
nomous districts of national minority and the old base areas, the central 
authorities should set up special funds. 


Third, increase the enterprises’ power of financial control and let them be 
independent in business administration, 


The several reforms carried out in the financial system in the past were 
merely concerned with central and local powers, with centralization and de- 
centralization of powers, and with the relationship between the central and 
the local authorities, but did not go beyond the confines of administrative 
methods of economic control, This time, the reform should start with the 
enterprises’ independence so that they can enjoy the independence of econo- 
mic management. Only thus can we use economic means to deal with economic 
responsibility and to achieve economic results. 


The present system of financial administration in enterprises is one of 
unified « -sipts and payments, Enterprises’ profits are handed over to the 
state, while heir losses are made up by the state too. The funds required 
for developing production, except for part of the depreciation fund to be 
retained, are supvlied out of state allocations, and the payments for the 
workers’ collectiv. welfare and bonuses are appropriated out of a certain 
proportion of the total wage fund and considered as part of the production 
cost. The enterprises use state funds without any economic responsibility. 
This control system of unified receipts and payments has many defects: 
First, because of the limited economic power possessed by the enterprises, 
the disparity between right and responsibility adversely affects the initia- 
tive of the enterprises in business maangement., Secondly, distribution of 
funds with no references to results of business operation is actually a 
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practice of equalitarianism, becaus. there is no difference between activism 
and inertia, between geod and bad, between profit and loss and between 

more and less profit. This will not be conducive to the enthusiasm of the 
workers and staff members. Thirdly, the use of administrative methods in 
financial management involves complex procedures and is low in efficiency. 
it can be easily separated from reality and therefore harmful to economic 
deve lopment. 


From the standpoint of orientation, we hold that we should gradually create 
the conditions for enterprises to be responsible for their own profit and 
loss and to take care of their own financial matters. This corresponds with 
the requirements for economic mangement with economic methods. However, 
since the reform of the system of economic management is just beginning, with 
certain commodity prices waiting to be rationally readjusted and reform of 
the taxation system still in progress, the required conditions are not yet 
ready. As the first step, therefore, we may consider the suitabie enlarge- 
ment of financial power for the enterprises and the system of leaving a 

share of the profits with the enterprises. 


The method of leaving a share of profits with the enterprises has been 
practiced in history. The principle behind this method is to enable the en- 
terpriss: to meet its needs for funds with the profit realized by itself. 
Specifically, the enterprise can retain a certain proportion of the profits. 
This proportion, once determined, will last for years. The retained profit 
can be used in three different forms, namely, (1) as funds to develop pro- 
duction; (2) as the workers’ welfare fund; and (3) as the workers’ bonus 
fund. After the adoption of this method, with the exception of losses 
suStained because of the implementation of approved policies (and such losses 
are to be made up by the state) all enterprises have to change losses into 
profits within a fixed period, failing which they would no longer receive 
government subsidy. Enterprises operating at high consumption, turning out 
products of poor quality and s.staining heavy losses, or being in no con- 
dition ot carry on their operation, should be closed, ordered to suspend 
operation, be amalgamated with other enterprises, or change over to other 
products. After the adoption of this method, the enterprises can no longer 
include welfare funds and bonuses forthe workers and staff members in the 
cost of prdocution, and the depreciation funds will be completely turned over 
to the state instead of being retained by the enterprises, The state will 
not allocate any funds for developing production except in the form of in- 
vestments in capital construction, The question of a suitable proportion 

of the retained profits should be seriously studied, After all, following 
the adoption of this method, the suitable amount to be used by enterprises for 
developing production, or on collective welfare and bonuses for workers and 
staff members should be decided according to the result of the business 
operation and their contribution to the state, This will be an integration 
ot right and responsibility as well as an integration of the interests of 

the state, the enterprise and the workers. The practice of leaving a share 
of profit with the enterprises will encourage them and their workers to be 
more concerned with cost accounting and the result of production and business 
operation, 
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Atter the adoption of the method of leaving a share of profit with the en- 
terprises, a special ratio of sharing can be worked out for above-target 
profits so as to implement the principle of more pay for more work. In case 
the profit is below the planned target, the ratio of sharing should be re- 
duced, Differences of welfare and bonus funds between different enterprises 
should be permitted instead of being restricted. 


Generally speaking, the practice of leaving a share of profit with the en- 
terprises demands that the level of profit should be commensurate with 

the result of business operation. At present, because of the differences 

in commodity prices and the conditions of material resources and technologi- 
cal eqiipment, there must be some difference in the profit level among 
different enterprises. This is a contradiction, and the method of its res- 
Olution should be through adjustment of factory prices or tax rates. These 
measures will regulate the profit levels of different enterprises and narrow 
their differences caused by objective factors. At the same time, in 
praccice, different ratios of sharing can be worked out for different trades 
or enterprises, 


Reforming the financial structure is a complex regulatory task impinging on 
matters of policy and many other things. Therefore, the financial depart- 
ments should closely cooperate with various national economic departments 
and carry on their work according to party principles and policies in a 
planned and systematic way. Reform calls for strong determination and steady 
steps. Upholding the spirit of the Third Plenary Session of the llth Party 
Centcal Committee and the current policies on readjusting the national 
economy and on the basis of thorough study and investigations, we should 
listen to opinions voiced by diffevent quarters, try and compare them 
repeatedly, and work out the most cational reform plans. After experi- 
ments at selected spots and with the experiences gained, we can then 
popularize these plans in an all-round way. 
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FINANCE AND BANKING 


BRIEFS 


SICHUAN SAVINGS--By the end of August 1979, the urban savings in Sichuan 
increased by 76 times over 1950. The savings are equivalent to one-tenth 
of the loans which the banks extended to industry and agriculture. The 
average savings of each staff and worker throughout the province is 

180 yuan. [Chengdu Sichuan Provincial Service in Mandarin 2310 GMT 

21 Sep 79 HK] 
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FUELS AND POWER 


OFFSHORE DRILLING PLATFORM TOWED INTO POSITION IN SOUTH CHINA SEA 
Beijing HAIYANG in Chinese No 4, 1979 inside front cover 


[Photograph caption] 
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The Nanhai No. 1, a jack-up type ocean oil drilling platform for the South 
China Sea. 
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FUELS AND POWER 


BRIEFS 


NORTHEAST CHINA POWER NETWORK--Shenyang, 22 Sep--The Northeast Power Network, 
China's largest, has made big headway after consolidation over the past 

year. It has become a Daqing-type enterprise since last June. Starting 

from Luda in the south and ending at Harbin in the north, the network 
encompasses Liaoning, Jilin and Heilongjiang and a part of Nei Monggol, with 
an installed capacity of 7.6 million kilowatts. It links more than 30 

large and medium-sized powerplants with towns and villages scattered through- 
out northeast China, as well as tens of thousand of industrial and mining 
enterprises. In 1978, the network registered a 11.9 percent increase in 
power output as compared with the previous year. Its power generation 

logged a further 10.3 percent increase during January to July 1979 as 
compared with the same period of 1978, Meanwhile, it had saved 800,000 

dun of coal and 1.03 million dun of oil from last year to July this year. 
[Beijing XINHUA Domestic Service in Chinese 0120 GMT 22 Sep 79 OW] 
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LIGHT INDUSTRY 


BRIEFS 


HENAN TEXTILE BUREAU CONFERENCE--The Henan Provincial Textile Sjureau recently 
held a provincial conference on the textile industry. During the conference, 
provincial CCP committee deputy secretary Wang Shucheng delivered an important 
speech. By the end of this August, the total output value of the province's 
textile industry increased by over 15 percent as compared with the same 
period last year. The conference noted: This province's industries must 
achieve the goal of registering an average increase of over 8 percent. We 
must use our equipment and installations of the 1950's to produce products 
that catch up with the levels of the 1970's, We must continue to 
energetically grasp enterprise rectification and greatly improve enterprise 
management. All textile departments and enterprises must formulate concrete 
plans to successfully rectify the existing enterprises and build more 
Daqing-type enterprises in 3 years. [Zhengzhou Henan Provincial Service 

in Mandarin 1100 GMT 5 Sep 79 HK] 


LIAONING LIGHT INDUSTRY--Tan Liren, vice chairman of the Liaoning Provincial 
Revolutionary Committee and director of the provincial economic commission, 
delivered a report at the provincial light industry conference entitled 
"Heighten the Understanding, Strengthen the Leadership and Adopt Effective 
Measures To Push Our Province's Light Industry Forward.” In the report he 
set forth our province's tasks for the light industry in the 3-year 
readjustment period and indicated the eight major measures to be adopted. 
[Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 22 Sep 79 SK] 


LIAONING CONFERENCE ON CONVC?TING BOILERS--On 12-14 September, a provincial 
conference of directors of the economic committees and the planning commit- 
tees of various municipalities and prefectures of the Liaoning Province 

was held in Shenyang. The conference called for efforts to curtail the 

use of oil in the following 2 years by converting oil-burning boilers into 

coal-burning ones. The conference decided to cut 60 percent of the amount 

of uneconomical oil consumption in 1980 and cut the remaining 4C percent 

in 198i. [Shenyang Liaoning Provincial Service in Mandarin 2200 GMT 

25 Sep 79 SK] 
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CAPITAL CONSTRUCTION 


REFORM OF CAPITAL CONSTRUCTION MANAGEMENT DISCUSSED 


Beijing JINGJI GUANLI [BCONOMIC MANAGEMENT] In Chinese No 5, 25 May 79 
pp 4-7 


[Article by Yang Bangjie [2799 6721 2638]: "A Brief Discussion of Managing 
Capital Construction According to Economic Laws") 


[Text] How to manage capital construction according to economic laws? 
What is meant by managing capital construction according to economic laws? 
These are the usual questions considered by the broad masses of workers 
and staff members on the capital construction front. This article will 
attempt to present some personal views on the following aspects. 


1--Planning for Capital Construction Must Correspond With the Proportionate 
Development of the National Economy 


In the past several years, because of the long disruptions by Lin Biao and 
the "gang of four,” many problems have remained unsolved in capital con- 
struction planning, such as the planned scope of capital construction exceed- 
ing the limits of manpower, money and material resources resulting in 
loopholes and over-extended work; some serious imbalances still waiting to 
be readjusted; and the unscientific and impractical way of planning result- 
ing in “more haste, less speed.” The main causes of these problems were 
the influence of ultra-leftiesm or the "rather left than right" trend of 
thought in planning; the lack of a democratic spirit caused by undue em- 
phasis on the “will of the superiors"; and the lack of an overall balance 
in planning, thus permitting the prevalance of metaphysics. To thoroughly 
readjust this situation, we must conscientiously follow the instruction 
pointed out in the Third Plenary Session of the llth CCP Central Committee: 
"We must make concentrated efforts within the limits of our capabilities 

to carry out capital construction,” and pay attention to the following 
points: 


First there must be a change in the ideological style of our planning. The 
fallacy of preferring left to right and the slogan “starting a project is 
a matter of method and stopping a project is a matter of line” must be 
thoroughly criticized. We must respect economic laws, use the scientific 
approach and uphold the work style of seeking truth from facts. We must 
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also eliminate the practice of striving for high output with no regard for 
manpower, money and materials, emancipate our minds, develop democracy, 

go deep among the basic level units, and prevent any interference with the 
functions of objective laws by the “superiors’ will." 


Secondly, some readjustment should be made in the policies of construction. 
The policies and methods which do not correspond with the laws ‘or the pro- 
portionate development of the national economy should be changed. When ve, 
for example, grasped steel as the key link by forbidding anything to 

stand in the way of steel production, we gave priority to production over 
livelihood and logistic supports far behind. We must proceed from the 
specific conditions in our country and pay prior attention to the easy 
projects which yield quick results and bring about large accumulations 

and more foreign exchange. We must conscientiously plan according to the 
priority of agriculture-light industry-heave industry. In construction, 
our attention should be focused on the weak links of the national economy. 
Such weak links as electricity, coal, fuel transportation and communica- 
tions, and construction materials should be strengthened first. At the 
same time, the relationship between "skelton" and "meat" should be well 
handled, while tourism, urban construction and other projects concerning 
the people's livelihood should be well attended to in order to solve the 
problem of imbalances in the national economy and other long standing 
problems relating to people's living conditions in the urban and rural 
areas. 


Thirdly, there must be an improvement of the methods of planning. The 
former methods, which were divorced froz »bjective realities, such as 
the so-called “method of fixed proportions," the “horizontal method," the 
method of “parceling out investments to different localities," and so 
forth must be changed. We must strike an overall balance and see that 
the scopes of our construction projects are within the limits of our man- 
power, money and material so as to leave no loopholes in our plans. We 
must also determine the proportionate development of different depart- 
ments according to objective needs for products by the society; work out 
plans from below upward according to the direction and speed of develop- 
ment determined by long-range plans and the length of cycles for each 
project. Plans once determined must be carried through without inter- 
ruption until the projects are completed and ready for commission. The 
practice of dividing funds into yearly portions with frequent interrup- 
tions of work and scrambling for investment funds at the beginning of the 
year and completely forgetting the project at the year end, mst be 
chanzed. 


Ours is a socialist country, and what we practice is planned economy. 

The plans, which serve the function cf a locomotive, must conform to 
objective economic laws before it can effectively lead the way and prepare 
the conditions well in advance for the adoption of economic means for 
economic work. 
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2--lIavestments on Capital Construction Should Be Reimbursable 


Since the founding of the People's Republic, capital construction in our 
country has been all along financed by state allovwations. This method did 
play a positive role in the centralization of financial resources for 
developing industiial and agricultural production and the construction of 
key projects with a view to speedily changing China's backwardness. Along 
with the development of national economy, however, this “system of rationing,” 
which closely resembles the free use of state finance, has gradually 
revealed its weaknesses. It encouraged the enterprises to make excessive 
commitments and to join the scramble for investment funds, materials and 
equipment. It also fostered the work style of following the “superior's 
will" with no consideration for cost accounting or the result of investments. 
Consequently, capital construction was over-extended. To change this 
“communal kitchen" system, we should replace administrative methods with 
economic methods, and instead of the free use of investment funds, there 
should be a system of reimbursement. All enterprises and units including 
enterprises engaged in production, circulation and the service trade, 
should simultaneously and step by step adopt these two methods: First, 
investments on capital construction should be appropriated out of bank 
loans instead of state allocations; and second, the enterprises should 

pay the state for the use of fixed assets. The principles for the use 

of bank loans instead of state investments for capital construction and 
the way of their application are: 


(1) The principle of loan redemption. The construction units, if required 
to return the principla and pay interest, will carefully consider whether 
or not they should undertake the construction project, and, if so, will 
have to achieve greater, faster, better and more economic results. They 
will be genuinely concenred with cost accounting and the result of the 
investments. However, in order to give full scope to the superiority 

of bank loans, the system of leaving a share of the profits with the 
enterprises concerned should be enforced. Money used for paying loans 

and interests should be appropriated out of the share of profits, so 

that the capital construction projects and the result of their subsequent 
operation will be directly linked with the personal economic benefits of 
the workers and staff members of the enterprises. If an enterprise can 
reduce the outlay, shorten the period of construction and make a success 
of its business operation, it will retain a greater share of profit. 

After paying the loans and interests, whatever remains from this share 

of profit can be used by the enterprise to develop its production and to 
increase the collective welfare or bonus funds for the workers and staff 
members. Conversely, if an enterprise is extravagant with the invested 
funds, the construction drags on, and the business operation is poor, 

the share of profit left for the enterprise will be emall. Then the 
enterprise may even have difficulty in repaying the loan and with interest. 
The development of production and the welfare of their workers and staff 
members will also be affected. Therefore, the combination of loans and 

the share of profit left with the enterprises become an innate force for 
the enterprises to improve their business management on their own initiative. 
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(2) The principle of extending loans for the best projects. If the system 
of extending loans is adopted, the enterprises will choose the best pro- 
jects and methods to produce what is urgently needed by the society, easily 
sold, and highly profitable, while the banks will choose the enterprises 
with favorable conditions for production and construction, good prospects 
of starting operation on schedule, and the assurance of repaying the 
principal with interests, for the extention of loans. This arrangement 
will be helpful to construction with greater, faster, better and more 
economic results. (3) The principle of fulfilling contracts. Both the 
enterprise and the bank should have economic and legal responsibilities. 
Both parties should abide by the loan contract in which the demands of 
both parties are clearly stipulated. This will help promote and insure 

on schedule completion and commissioning as well as the profitable 
operation of the enterprises. (4) The use of interest rates as a lever 
of regulation, or a means of rewards or punishments under the guidance 

of state plans. 


The use of capital construction investments on a reimbursable basis is a 
strong measure for changing the “communal kitchen" system. It helps in 
the choice of the best plan for the construction projects after weighing 
the technical and economic factors; helps improve the advance work and 
implement the plan of construction; helps abolish the “superior'’s will" 
style, reduce the scope of capital construction, expedite the construction, 
Save construction expenses, improve business management and use investments 
to the best advantage. At the same time, it helps improve the work of 
financing, planning and material supply. 


3--All Units Engaged in Capital Construction Should Operate as Enterprises 


In adopting the system of economic control, all units engaged in capital 
construction, including the prospecting and designing units, the financing 
units, the material supply units, the construction and installation units 
should operate as enterprises with increased power of making decisions 

and economic responsibility. They should practice cost accounting, im- 
prove their business operation as they see fit and assume full responsibility 
for profits and losses. 


The prospecting and designing units are now government institutions and 
financed as such. They require more funds for more work. The construc- 
tion units all want them to supply designs and can change the designs 

at will without economic responsibility. There is neither reward nor 
punishment for the designing units for their good or poor performances, 
and this canuot be conducive to the enthusiasm of the designing personnel 
or the designing units. It is therefore necessary that designing units 
be gradually transformed into enterprises so that they will be paid for 
their services at different rates according to the size of the projects 
and the complexity of the work involved. They have also to bear economic 
responsibility for the completion of construction projects within the 
time limit designed, for the quality of designing--including the technical 
and economic factors--and the degree of details. 
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The construction banks providing dunds for the construction should be 
transformed to real enterprises from the present combination of “enterprire, 
service and administrative” status. These banks undertake to provide loans 
for investments, absorb deposits, set up funds for loans, choose the best 
way for investments recover the loans on schedule, and use the interests 
gained to cover their expenses. They also set up enterprise funds and 

the system of reward and punishment. 


The units supplying materials required for capital construction now are 
administrative organs, with the exception of a few which purchases what 
they need from the market. They are run with administrative methods, 
practice centralized purchasing and marketing, regulate marketing accord- 
ing to production, parcel out supplies to various localities, operate 
warehouses at every level, and maintain a rigid control of commodities. 
On the one hand, materials are generally unsuited for construction in 
respect to quantity, variety and specifications; on the other hand, waste 
from hoarding is very serious. The adoption of economic methcds is 
imperative in order to change this situation. The structure for material 
supply should be gradually transformed into enterprises, and specialized 
or regional supply companies should be formed. The mnans of production 
should also be gradually commercialized and made available to the market 
under planned guidance. As an alternative, the parallel methods of 
planned transfers and market transactions cam be used. Under such arrange- 
ments, the material units will have the power to organize the sources of 
materials according to need, and the responsibility for the complete 
delivery of materials and services to the door according to the required 
quantity, quality and timing. At the same time, they should practice 
economic accounting and set up 2 system of rewards and punishments so 
that the quality of their supply service will be closely related to the 
economic benefits of their personnel. 


Although most of the construction and installation units engaged in capital 
construction are now operating as enterprises, these units have virtually 
no source of labor and no regular access to the source of instruments of 
labor. Thus they are not equipped as independent units for material 
production within the framework of national economy. In other words, 

they are in no condition to carry out normal productive activities in the 
construction business. Some people have derided construction enterprises 

as only sellers of labor power. In order that construction enterprises 

may meet the requirements of modernization and become a strong support 

for expanded reproduction, they must have more power of decision. Accord- 
ing to the spirit of the "30 Regulations for Industry,” we must practice 

the “five fixed terms” to ineure stable conditions for production by the 
construction enterprises. Guided by state planning, the construction enter- 
prises must have greater authority to plan their own economic activities 

and to choose their undertakings according to the urgency of the work 

and the conditions under which it is to be carried out. With their increas- 
ed power of management, they will be able to rent out, or to sell their 
surplus fixed assets. subject to state regulations. With their increased 
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power over personnel, chey will be able to hire temporary labor through 

the labor departments as far as their wage fund permits, and to enforce the 
system of reward and punishment for their own personnel, They should also 
hove the power to reject requests from any unit for allocation or transter 

of tunds, manpower, material or equipment. At the same time, the construction 
enterprises should be reorganized according to the principle of specializa- 
tion and cooperation in order to change the “small but all-inclusive" system 
of production and to raise construction quality to a higher level. 


4-- System of Economic Contracts Should Be Established and Perfected for 
Capital Construction 


The contract system for capital construction is an important means of economic 
management. Through a contract, the contracting parties can clearly under- 
stani the terms of their economic cooperation and their economic responsi- 
bilities to each other. It plays an important role in insuring the fulfill- 
ment of «late plans, arousing enthusiasm in various quarters, strengthening 
the respunsibility system, promoting economic accounting, improving economic 
mnagement and achieving greater, faster, better and more economic results 

in construction, In the 1950's, the system of contracts was wic.ly used in 
our country with notable results. Although it was entirely possible to solve 
the problems encountered by summing up our experiences, this system was 
seriously disrupted by Lin Biao and the “gang of four.” They slandered it 

as a capitalist economic relationship and finished it off with a single blow. 
As a result, many construction projects were carried out according to the 
“communal kitchen" system and withut regard for economic results or the time 
element in work. Nobody could be held responsible for the quality of work; 
waste of material was serious; and there was no way to control the invest- 
ments or to define individual responsibility. The parties concerned picked 
on one another, and the general work style was very poor. To change this 
situation, we must actively create the necessary conditions for the immediate 
restoration and improvement of the economic contract system which has proved 
effective for capital construction projects. 


Capital construction concerns many fields. To enable all parties concerned 
to cooperate with one another in harmony and to insure that the construction 
will progress smoothly, the system of contract should be set up for all 
parties taking part in these projects. For example, separate economic con- 
tracts tor prospecting, designing, construction, transportation, and the 
supply of materials, funds and labor power should be signed according to the 
requirements of state planning and current economic conditions between the 
construction unit and the prospecting and designing units; between the 
construction unit and the construction bank, the units supplying or pro- 
ducing the necessary equv.pment and the urban construction units; and be- 
tween the working units and the units responsible for supplying or producing 
materials and spare parts, the transportation units and the labor power 
supply units as well as among different working units themselves. These 
contracts should include all conditions for fulfilling the assigned tasks 
agreed on, the economic responsibility involved and provisions for reward 
and punishment in order to insure satisfactory quality, quantity and timing. 
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Sconomic contracts are legally binding on both parties and cannot be altered 
unilaterally. Ia case contracts are fulfilled with greater, faster, better 
and more economic results, a portion of the saved investment funds should 

be appropriated for bonus to the unit or the people concerned; on the other 
hand, should there be any economic loss due to accidents through negligence, 
breach of contract, or unilateral alteration of the contract, the responsible 
party should compensate the loss and be punished according to law because of 
its legal responsibility. 


5--Labor Competition Should Be Organized in Capital Construction and the System 
of Reward and Punishment Enforced 


All units participating in the capital construction should organize a labor 
competition to encourage the increase of production and the practice of 
economy. When construction enterprises have changed to operate as real en- 
terprises, they should closely integrate their gains in business with the 
economic benefits of the staff members and workers by setting up a system of 
reward and punishment. The staff members and workers of all units, doing 
good business with high profits, should get better pay and enjoy better wel- 
fare than their counterparts in the same line of business. If the business 
methods are not good resulting in loss, they will get no reward. 


Last year, some construction enterprises in various areas tried many forms 

of reward. Some of the rewards were based on savings from the reduction in 
the total cost for some projects; and others were based on the evaluation of 
workers’ individual performances. The methods of rewarding were also dif- 
ferent: Some units awarded bonus comprehensively; others individually; and 
still others limited to the piece-work wage system. Yet despite the different 
methods, outstanding success was achieved as long as the principle of “to each 
according to his work and he who works more gets more” was upheld, After 

the experiment of reward system in some areas, the work rating reached the 
standard of “four highs and two goods," namely, high quality, high efficiency, 
high standard and high speed; and good saving and good safety factor. Time 
utilization rate and labor productivity were raised by more than 20 percent, 
and the consumption of rolled steel, timber and cement was reduced by more 
than 10 percent, Experiences have proved that the system of reward based 

on the principle "to each according to his work" is a good way to insure 

good quality, high efficiency, low material consumption and construction cost, 
and increase of work speed, 


According to experiences from some trial spots, we have to pay attention to 
several problems. First, we should stress the need for saving in the total 
cost, particularly savings on materials, with the guarantee of good quality 
and steady progress as the prerequisite, The system of “reward for all-round 
superior performance by appropriating a percentage of the saving from reduced 
costs" tried by the Shanghai Municipality had a strong effect on the saving 

of materials in Shanghai. This should help ease the contradiction caused by 
te current shortage of materials. Secondly, comprehensive reward should be 
considered the primary form of reward to be supplemented by individual rewards 
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as justified by special circumstances, such as reward for the recovery of 
cement bags and for saving gasoline in transportation. In some areas, 

some 95S percent of the cement bags were recovered. Thirdly, the principle 
"to each according to his work and he who works more gets more” should be 
upheld as a precaution against equalitarianism in giving rewards without 
checking on the results of efforts in increasing production and practicing 
economy or increasing income anc saving expenses, and without any regard to 
the extent of contributions or the difference between progressiveness and 
backwardness. Equalitarianism will not only fail to arouse mass enthusiasm 
and initiative, but also, on the contrary, produce adverse effects among 
the masses, bringing disunity and obstructing the development of construction 
undertakings. 


6--Checking Up on Capital Construction Results Should Be Based on Economic 
Standards 


To correctly reflect the result of capital construction, it is necessary to 
determine the standard for evaluation. Since the founding of the People's 
Republic, the plans for capital construction and the standards for checking 
on the quality of work were the same as the system used by the Soviet Union 
all along, which is primarily based on the amount of investment called for. 
This system, as proved in practice, has many defects. The amount of invest- 
ment can reflect neither the way it is spent nor the effectiveness of its 
utilization. Yet, according to this system, the quality of work is evaluated 
according to the amounc of money used, Thus extravagance was commended and 
frugality criticized. People therefore would endeavor to obtain more funds 
from investments, spend money lavishly, but did not care about the result 

of the investment or when theproject would be completed and commissioned. 
Recently, 10 standards have been set up for evaluating capital construccion. 
Among the 10 standards, there is no distinction between the main and the 
supplementary, so that it is quite difficult to give a correct evaluation. 


In managing capital construction with economic methods, the standard of 
economic results should be used as the basis for determining the quality of 
work. By economic results, we mean the expenditure of minimum labor and time 
to obtain the maximum economic benefits. Therefore, appropriate improvement 
should be made in the system for planning and evaluating the quality of capi- 
tal construction, These are the tentative suggestions: First, the abolition 
of the present standard based on the amount of investment required. Fund 
appropriation should be used as a criterion to reflect its utilization and 

to make overall arrangements for construction funds and reserve equipment 
funds. The construction unit should spend as little as possible, provided 
the demands for increased productive capacity and increased benefits from 

the construction are met; and complete as much designed work as possible 
provided thelimit of funds is not exceeded, This can also serve as the 
criterion for investment. Secondly, the use of newly increased productive 
capacity or construction benefits and the newly acquired fixed assets to 
reflect the result of fund utilization, and as the main criterion for plan- 
ning capital construction and examining how the plan has been fulfilled. 
Third, economic results as the criterion for judging the quality of construction 
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work. For the departments and localities, the newly increased productive 
capacity or the construction benefits should be the primary purpose of invest- 
ment, while the newly increased fixed assets should be the secondary. For 

the construction unit, the newly increased productive capacity or construction 
benefits and the time required for construction should be the primary. 

After completion and commissioning, the result of the business operation 
should be examined according to the number of years required to recover the 
investment (or by the profit rate). 


The use of economic methods for capital construction management is an import- 
ant aspect of the reform of capital construction management and of business 
methods. It will certainly involve the reform of the whole economic struc- 
ture. This is what people call “hold the hair and drag the whole body." We 
must understand that the reform of the entire economic structure must be 
carried out step by step after summing up the practical experiences in 
various aspects, until it will reach perfection. Therefore, since we cannot 
afford to wait or to retreat in the face of difficulties, we must actively 
create the necessary conditions to speed up the reform. Nor can we act 
rashly and blindly. We must advance step by step, like a man who must make 
sure of stepping on a stone while crossing a stream. After summing up the 
experiences in trial spots, we can gradually popularize the new system and 
improve it at the same time, thereby promoting the reform of the entire 
national economic structure to suit the requirement of socialist moderniza- 
tion. 
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CAPLTAL CONSTRUCTION 


PLANNING, WORK COORDINATION KEY TO GOOD CAPITAL CONSTRUCTION 


Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 5, 25 May 79 
pp 8-10, 36 


[Article by Yang Xian [7122 5029]: “Advance Work in Capital Construction 
Must Be Done Well") : 


[Text] In the past 30 years since the founding of the People's Republic, 
experiences, both positive and negative, have told us that advance work 

in capital construction must be done well in order to achieve greater, faster, 
better and more economic results. This is an effective measure for consolidat- 
ing capital construction management and overcoming the present serious situa- 
tion of slow progress, disorderly management and poor investment returns on 

the capital construction front, It is the objective demand of carrying out 
capital construction according to economic laws. 


In respect to technology and economics, capital construction is quite differ- 
ent from agricultural production, The main differences are: First, the com- 
plexity of construction work. Since almost every part of the work has its 
unique form and structure, capital construction calls for different design 
work, different equipment and materials and different work organization. 
Secondly, its location is permanent, and cannot be changed after the comple- 
tion of construction, Therefore, the conditions of construction geology, 
hydro-geology and resource geology must be ascertained and the correct sites 
selected and rationally arranged for the convenience of different cooperating 
units. Thirdly, the intended use after completion, which should be of para- 
mount importance. The construction project must follow the design prepared 
beforehand. Therefore, study and investigations on the sources of raw and 
semifinished materials and the supply, production and marketing of products 
when the project has been completed and commissioned are required according 
to the development and requirements of the national economy, so as to strike 
an overall balance between the needs and the possible facilities provided 

by the construction project. Otherwise, there will be waste of manpower, 
material and money for the national economy. Thus the technical and economic 
character of capital construction demands thorough preparations before the 
construction work can be started, These preparations include a thorough 
geological survey to determine the availability of material resources; the 
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drawing up of plans based on the requirements of the national economy and 

the various conditions of production and construction; plans for the crea- 
tion of an industrial area and coordination of the different functions of 

the supporting units after the rational choice of construction sites; draw- 
ing up design documents, requisition of land--which may involve the demolition 
of buildings and removal of homes--and the preparation of equipment, material 
and the work force, based on the need for advanced technology and rational 
economy. If advanced foreign technology and equipment are to be imported, 

it is necessary to conduct careful study and investigations before negotiat- 
ing with foreign traders and signing contracts. It is also necessary to 
organize transportation and domestic facilities for the production of spare 
parts, and so forth. The whole set of work mentioned above will be the main 
substance of advance work in capital construction which must be highly 
regarded and carefully attended to before we can insure a smooth process of 
work from the start to the completion, and the on-schedule operation of the 
project. Therefore, we hold that advance work in capital construction is an 
important part of the entire process of capital construction, an important 
preparatory stage before starting work, and an important condition of using 
our resources where they are really needed. 


For some years, however, we have made serious mistakes in capital construction 
for failing to follow the proper procedure. Work was hastily started before 
the advance work had been completed; the design work was done before there 
was any surveying; and work was started before there was any design. In some 
cases, work was started, or part of a project was put into operation while 
designing and survey were still in progress. Because the advance work had not 
been done well, the construction project was either frequently interrupted, 
causing great delay, or had to proceed on frequently revised plans, causing 
duplication and waste. Even though the work was somehow completed, it could 
not go into regular operation. We have had many lessons from such experiences. 
The main cause was the interferences and sabotage of Lin Biao and the “gang 
of four," and the effect of ultra-leftism,. They claimed that "starting work 
is a question of method and stopping work is a question of line”; that a 

“high target" was a sign of activism, while stability and reliability were 

a reflection of rightism, Since this prenicious influence had not been 

wiped out, people only strived for speed regardless of the conditions, The 
result turned out to be exactly the reverse, because of "more haste, less 
speed." Secondly, the “superior's will” carried a lot of weight, resulting 

in the prevalance of subjective assumption and the lack of economic democ- 
racy and of a scientific approach of seeking truth from facts. When people 
were asked to look for mineral ores in a certain place designated according 

to the “superior's will," they could only say "there is," but not “there is 
no." When they were told to build factories on designated locations, they 
could only say “yes" but never "no." Thirdly, the present situation in 
capital construction is the result of an “eating from the same pot" manage- 
ment system. Under this system, nobody has any economic responsibility. 

The supporting units connected with the advance work are not economically 
responsible to one another, so none of them cared about the quality of the 
work. Fourthly, in the absence of any long-range and stable plan, information 








om the construction projects to be relayed to the lower levels is often de- 
layed, so that there was no basis for the advance work to be carried out. 
However, once the information is received, the work had to be started in a 
hurry and at short notice, giving no time for advance work. Fifthly, in the 
absence of any plan for advance work or for organized overall arrangement, 
jobs were done piecemeal and without coordination, resulting in dislocations. 


Lessons from practical experiences have fully proved that advance work in 
capital construction has its special technical and economic features and is 

a reilection of objective laws. If we do not respect objective laws, we 

will be punished by history. At present, among the construction projects 
Stipulated in the draft of the 10-year plan of our national economy, only a 
small number of them have been started, while the rest are still in the stage 
of advance work. To accelerate the Four Modernizations, we must do a good 
job of advance work in capital construction, 


l--Iic is necessary to have reliable data for advance work and to draw up a 
detailed plan of the task. A long-term national economic plan specifies 

the construction projects to be undertaken, and serves as a guide for the ad- 
vance work. Before determining the construction projects, there should be a 
reliable, practical and stable five-year or ten-year plan. In order to give 
an accurate idea of the construction projects and the work programs, inc lud- 
ing the scope of the construction, the data for construction, tie location of 
construction sites, the rates of progress, and so forth, a detailed list of 
specifications is necessary. This list should serve as a guideline through- 
out the duration of the advance work, It should, therefore, be carefully 
prepared, and based on the requirements of the national construction policy 
and the development of national economy, as well as a comprehensive study 

of the local conditions in the light of the special characteristics for each 
project. A comprehensive balance should be worked out for such coordinative 
factors as raw and semi-finished materials, fuel, power and transportation. 
Different propositions should be compared and the most technically advanced 
and economic one chosen for approval and then relayed to the lower levels 

for action as soon as feasible. 


Before drawing up the list of specifications for the enterprises engaged in 
excavation and extraction, there should be adequate geological prospecting 
tor resources. The amount of mineral deposit, its location and its quality 
should be included in the geological report on mineral reserves so that the 
scope of tunneling and mining, the expected number of years for the mining 
operation, and the methods of mining can be determined. 


Then a proposition should be submitted to the competent authorities for 
approval. This should be the basic requirement for the determination on 
mining projects. 


2--it isnecessary to coordinate the selection of factory sites with the plan 


tor industrial area and the auxiliary projects, The determination of factory 
sites will have an important effect on the disposition of productice forces 
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and the development of the industrial area. Therefore, we should pay at- 
tention to the selection of factory sites and compare various factors in 
technical and economic terms. According to the trend of industrial develop- 
ment, there is very little likelihood of many isolated projects in future. 
Instead, there will usually be the combination of several realted projects 
which will in effect form an industrial area or an industrial town. There- 
fore, we must restore the method which has proved effective during the 
First Five-Year Plan. According to this method, all departments concerned 
had to join in a discussion on the selection of a location suitable for the 
planning of an industrizal area and for auxiliary projects. 


After the joint select’on of location for industrial area, the following 
should be attended to: First, an overall evaluation should 2 made of the 
general situation including the source of materials, the natural conditions, 
the economic and geographic conditions, and the future need for the products 
from this industrial area before the selection of factory sites is finalized. 
This will prevent future problems of the transportation of raw and semi- 
finished materials and other problems resulting from irrational siting. 


Secondly, the relations between enterprises having common access to raw 

and semi-finished products, and between the main and the auxiliary projects, 
such as the supply of electricity, heating and water, the special rail line, 
and so forth, should be well handled in order that the arrangement for the 
scopes of different projects and the rates of progress could be in harmony. 
All these facilities will form a comprehensive production power which will 
form a comprehensive production power which will insure normal production 
and guard against such problems as a main project being without the support 
of auxiliary projects, the lack of coordination among different units, and 
delays resulting from one job being held up because of the slow progress of 
another. Thirdly, construction projects outside the factories, but within 
the industrial area, the construction projects for the area and the daily 
service establishments should all be included in a comprehensive under- 
taking, and the relationship between the "skeleton" and the "meat" should 
also be well handled so as to prevent the situation of each enterprise 
going its own way and the forming of independent and all-inclusive units 
whicn would be a repetition of the former problem of waste. After all, a 
rational comprehensive arrangement will be beneficial to production and 
convenient to daily living. 


3--It is necessary to follow the proper procedure of capital construction. 
According to the proper procedure, surveying and designing will become the 
key link after the approval of the geological report on construction pro- 
jects, of the list of specifications as planned, and the report on factory 
site selection. Experiences have proved that without designing, it would 
be impossible to organize construction, to practice cost accounting, or to 
guarantee that the enterprises’ production will be rational. Therefore, 
designing plays a decisive role on such questions as whether or not an 
enterprise's construction work can be speeded up; the quality of the con- 
struction work can be speeded up; the quality of construction work and 
saving of construction funds can oe guaranteed; production after completion 
will go on smoothly and with the best results. 











To d> a good job in designing, the designing units should proceed accord- 
ing to approved specifications and selection of factory sites. Secondly, 
designing should proceed according to the stipulated demands; that is, it 
should systematically collect the data obtained from investigations and 
Surveys and other materials necessary for designing preparations, and produce 
a preliminary design together with diagrams shwing the order of different 
steps. The practice of starting work as soon zs the project is decided re- 
gardless of the quality of designirg; or the practice of insisting on the 
completion of design work at short notice must be opposed. Thirdly, the 
design work must be carried out meticulously to raise the quality, and 
repeated analyses and comparisons of plans should be made to insure the 
accuracy of the various numeral and technical data adopted. 


Designing provides the basis for the whole set of preparations ‘or construc~- 
tion and the starting of work. As required by the procedure for capital 
construction, unapproved preliminary designs cannot be incorporated in the 
annual planning, and no func can be appropriated for construction or for 

the purchase of equipment listed in the general budgetary estimate of un- 
approved preliminary designs. Furthermore, no work can be started without 
the work diagram. To change the practice of being “long, dispersed, confused 
and wasteful," in capital construction, the regulations in the proper pro- 
cedure must be strictly enforced. 


4--It is necessary that the advance work for importing advanced work for im- 
porting advanced foreign technology and equipment be done well. In order to 
realize the Four Modernizations, we must take full advantage of the technolo- 
gical achievements of various foreign countries and import advanced tech- 
nology and equipment on a large scale. Therefore, the advance work for this 
importation must be well carried out. 


In considering the import plans, we must not act rashly and import ever;- 
thing indiscriminately. We must study the most rational, economic and ad- 
vantageous way of importing. We should first consider the domestic manu- 
facturing power, and refrain from importing any item that can be manufactured 
in our own country. If we are capable of producing the auxiliary machines, 
then we need only import the principal machine. We must be economically 
conscious and give thought to our ability to pay for the imported items or 
to produce the auxiliary machines. (n consideration of our national 
characteristics and conditions, we must limit the importation to what is 
urgently needed in the society, and at the same time, least expensive, most 
profitable and capable of earning more foreign exchange. 


In organizing such importation, we must avoid acting hastily or signing con- 
tracts after a hurried negotiation. First, we mist study and investigate 
carefully the conditions for construction at home, draw up a detailed plan 
for the project and for the importation. These plans must be approved 
before we can proceed with the negotiations and, if satisfactorv, sign the 
contracts. We must not import anything hastily before we are familiary 

with the domestic situation or before the main issues have been determined; 
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otherwise, it may land us ir a passive position. Secondly, we must arrange 
for the required coordination at home, by providing timely and suitable 
data for foreign designs and then coordinating foreign designs with our own, 
besides manufacturing auxiliary equipment items, carrying out auxiliary 
construction projects, arranging for the trans-shipment of imported equip- 
ment and materials, and finally safekeeping and checking the equipment. 
After all, we must be a step ahead of the foreign country. Thirdly, we 
must form a strong leading bod: whose job is first to be familiarized with 
domestic conditions and then to travel abroad for inspection and participa- 
tion in negotiations. Later, this leading body should organize the coor- 
dination of work at home, including the advance work of supporting projects 
its completion, and its commissioning. The menbers of the leading body 
should be relatively permanent in order that they can see the whole matter 
through, accumulate more experiences, and improve the work along with its 
progress. 


5--It is necessary to perfect the system of reporting on the starting of 
work. After the completion of advance work and various preparations for 
the construction project, a report on the starting of work should be sub- 
mitted, to be approved according to the established procedure. Therefore, 
this report serves both as the summing up of the advance work and the basis 
for starting the construction. 


Before submitting the report on starting work, the following arrangements 
must have been completed: First, the approval of the preliminary design and 
the completion of work diagrams for every single project, which will insure 
the normal progress of work; second, the approval of report of factory sites 
and the requisition of land including the demolition of buildings, removal 
of homes and the leveling of the ground; third, the specifications of con- 
struction units along with the availability of manpower on the spot and 

the completion of designing for work; fourth, the inclusion of the project 
in the annual planning and the grant of the necessary funds; fifth, com- 
pletion of arrangements and the signing of agreements concerning raw and 
semi-finished materials, fuel, power and transportation; and sixth, the 
availability of main items of equipment or the inclusion of these items in 
the complete set of equipment. To insure the supply of equipment in an all- 
round way, the production and supply of equipment should be arranged com- 
prehensively. All items should be delivered at one time or by annual in- 
stallments according to specification in the design. In the case of large 
special equipment requiring a long time for production or items requiring 
triai production, preparations should be carried out well in advance accord- 
ing to the design. In case of difficulty in delivering all items at once, 
suitable arrangements should be made for the remaining items, especially 

the main or special items for later delivery even though these items are 

not included in the complete set. Finally, supporting construction pro- 
jects, such as the transportation and communication lines, special Lines, 
schools, hospitals, stores and other service facilities for daily living 
should have been well taken care of by the responsible units with contract 
signed, in order to guarantee normal production after the completion. 
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The approval of the report on starting work indicates the successful com le- 
tion of advance work and provides the necessary conditions for the concentra- 
tion of efforts on the construction work. 


6--lt is necessary to set up a system for the advance work. The special 
features of advance work is that it consists of many links. The work is 
heavy and broad in scope and takes a long time. For some important pro- 
jects, the time required for advance work is even longer than the time re- 
quired for the projects themselves. The quality of advance work has a de- 
cisive effect on the entire project. In order that the advance work can be 
carried out in a planned and organized way, link by link and ©: °n orderly 
manner and thus to guarantee the orderly progress of the cons:cuction from 
the beginning to its completion and commissioning as a comprehensive pro- 
ductive power, the planning for advance work is quite necessary in guiding, 
organizing and completing the work in a planned way. 


The plan for advance work should be based on a long-term plan of the national 
economy. For example, the five-year plan or the ten-year plan set time 
limits for the completion of the construction project as well as the advance 
work for each project. Then, based on the result of the advance work and 
other possible conditions, each project is considered in relation to others, 
and an annual plan is worked out to be submitted to the higher levels through 
regular channels for approval and inclusion in the nationwide advance work 
plan based on an overall balance. This plan will serve as an important 
basis as well as a component part of the plan for capital construction year. 


Plans for advance work should be considered an important task for administra- 
tive departments in charge of capital construction at various levels, and be 
included in the meeting agenda. We should adopt effective measures for ad- 
vance work in the same way we do for regular construction work so that it 

can fulfill the requirements specified in the plan with regard to quality, 
quantity, and timing. Arrangements should be made at the beginning of the 
year, to be checked at mid-year so that any problem discovered can be 

studied and solved in time. By year end, there should be a summing-up of 
experiences in completing the advance work, so as to form a system which should 
be improved gradually and carried through with perseverance. 
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CAPITAL CONSTRUCTION 


INLAND INDUSTRIAL CONSTRUCTION PRACTICES BEING DRASTICALLY CHANCED 





Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 5, 25 May 79 
pp 14-15, 24 


{Article by Huang Zhipei [7806 2784 1014]: "On Problems of Inland Indus- 
trial Construction" ] 


[Text] Since the founding of the People's Republic, with the kind concern 
of Comrades Mao Zedong and Zhou Enlai, our industry has started from 
scratch and developed at high speed. The irrational distribution of indus- 
try and the weak and backward inland industry of semi-colonial and semi- 
feudal old China have been drastically changed. Under the leadership of 
the Party Central Committee headed by Comrade Hua Guofeng, inland industrial 
construction is now advancing in gigantic strides. 


However, because of the serious interferences and disruptions by Lin Biao 
and the “gang of four,” inland industrial construction has suffered uppre- 
cedented damage. Disregarding objective conditions and economic laws, 

they acted just as they pleased in starting construction projects indis- 
criminately, wasting money and manpower and draining the treasury to an alarm 
ing extent. These are painful lessons for us. At the same time, in work, 
some people mainly relied on administrative orders and failed to observe 

the objective economic laws. This practice had serious consequences. In 
order to give full scope to the positive role of inland industry, we must 
deepen the criticism of Lin Biao and the "gang of four" for their crimes 

of disruption and sabotage, and at the same time draw lessons from our ex- 
periences in order to master the objective economic laws, overcome the habit 
of acting blindly and speed up inland construction, 


What have been the problems with inland industrial construction in the past 
10 years and more’? In my opinion, the problems were as follows: 


l~-Disregard of Objective Conditions and Reliance on Blind Commandism and «he 
"Superior's Will" 


Many construction projects were started blindly and later had to stop be- 
cause of inadequate preparations, thus causing huge waste of manpower,materials 
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and suney. For example, in the guise of “preparedness against war" and 
“developing local industry,” the “gang of four‘’s™ agent in Cansu built a 
medium-size iron and steel enterprise in the arid region of central Ganzu, 
There was only a poor iron mine with questionable reserves. Because of 

the lack of water supply throughout the year, the coke required for steel 
smelting had to be transported from hundreds of miles away by rail and then 
highway. According to a rough estimate nearly 100 trucks running day and 
night were needed to supply what was required for production. Since there 
was no solution to the problems of raw material, water and transportation, 

it finally had to shut down. The whole project cost several tens of millions 
of yuan with an annual loss of millions of yuan. Thousands of workers 

and staff members were left idle for 8 or 9 years. Again, a leader in charge 
of the national defense industry in a certain province arbitrarily built 
three plants in an arid mountainous region against the advice of the sci- 
entific and technological designing departments and the opinion of the 
masses, and without previous study and investigation. After the capital con- 
Struction was started, it was discovered that there was practically no 

water. This leader paid a brief visit to the construction site and with a 
wave of his hand ordered that wells be sunk. The wells were all dry. Be- 
cause no water could be obtained from these wells and other measures to 

draw water from other places also failed, the three plants were merged into 
two, and later the two were merged into one, before any of them were ready 
for commission, Finally, even the only remaining one had to be closed down, 
There was no way for the disposition of the huge army of workers recruited 
from the northeast, Shaanxi and various parts of the province. When finally 
some action was taken, many of these workers had been left idle for 4 or 

5 years, and some of them are still forced to remain in several houses 
vacated by the local police. 


2--Disregard of Economic Results, Moving Around To Select Factory Sites 
Blindly 


Some construction projects were carried out deep inthe mountains, calling 

for deep caves--always the deeper the better. Thus a predicament arose: 
conditions were unfavorable for the work to be continued, and yet it would be 
a pity to give it up. It is true that for excavation alone, it may de 
logical to select construction sites where the required manpower is avail- 
able. In the case of the processing industry, particularly the machinery pro- 
cessing industry, however, many factors--such as the sources of raw and semi- 
finished materials, fuel ana power; transportation and communications 
facilities, hydro-geology, daily living conveniences and so forth--must be 
carefully considered and thoroughly studied, and numerous data must be ob- 
tained before construction siting can be decided. Using “preparedness 
against war" as an excuse, Lin Biao and the “gang of four” played up the 
so-called principle of “mountain shelter, dispersion and concealment” and 
advocated the policy of “simultaneous prospecting, designing, constructing 
and producing” which brought great confusion to inland industry and national 
defense construction, First, there was a program of mass removal carried 

out so hurriedly that many inland enterprises in the central cities, in- 
cluding some already in operation, were forced to move to remote mountainous 


60 








areas where conditions tor construction siting vere untavorable. Secondly, 
they blindly selected the construction sites in bleak and remote mountainous 
areas. Thirdly, dispersion had to be carried out in both large and small 
scale, so that a single plant had to be spread out over several mountains 
with its workshops located more than 10 miles apart. Fourthly, they dis- 
regarded the logical demands for factory production, and, using the slogan 
of opposing “high, big and foreign,” they wanted plain rural style rammed 
earth constructions built with indigenous methods. Thus the factories 
looked like “cow pens” and the dormitories resembled “chicken coops.” 


The situation as mentioned above created serious economic problems: First, 
the large capital construction investments. To build factories in moun- 
tainous areas, a lot of pioneering undertakings are necessary, such as 
building dams, digging ditches and sinking vells for water; and various 
daily living and welfare facilities. Therefore, the capital construction 
funds are many times those required for similar projects in a city. ~=me- 
times, no adequate investigations had been carried out sc that after « o& 
pletion, a mountain torrent would convert all the buildings into an ir mdated 
area, in whi. a case, buildings would collapse, peopie would get hur id huge 
quantities of materials would be washed away. Therefore, it was im = ative 
that additional investments be made on flood-prevention projects. 1. build- 
ing dikes, a certain factory had to use more than 1,000 tons of cement. 
Since the so-called plain rural-style rammed-earth constructions proved to 
be unsuited for production, many factories, already built, had to be re- 
modeled or completely rebuilt. In some cases, the factories were located 
in narrow ravines where it is difficult to remodel or expand any building. 
In other cases, because of the feudal bureaucratic work style and the ignor- 
ance on the part of people high up, a construction project could drag on for 
more than 10 years, or for decades, because of the need to remodel or to 
expand every year, causing great confusion in the factory area. In still 
other cases, the problems of construction materials and the work force could 
not be solved even though the state had already allocated the required 
funds. Thus a lot of funds were wasted apart from the delay in commission- 
ing. Secondly, the fallure to organize the productive capacity because of 
the slow progress. Since the basic conditions for building factories in 
mountainous areas were unfavorable and the communications and trarsporta- 
tion were inconvenient, some enterprises could not be commissioned even 
though they had waited many years. As soon as the drought season arrived, 
some enterprises had difficulty in getting water for production, resulting 
in work stoppage and suspension of production. Worse still, even water for 
daily living had to be transported from other places to be rationed among 
the workers. in some other places with a water problem, the state had to 
appropriate huge funds to projects for drawing water from tens of kilometers 
away. Thirdly, the inconvenience for specialization and cooperation with 
other enterprises, In the course of production, the factories could not 
solve even very minor problems and had to get help from the cities far 

away. Then buyers and helpers from outside could be seen scurrying from 
place to place, and the number of auxiliary and nonproductive personnel was 
greatly increased, Therefore, the enterprises were forced tc become “small, 
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but all-inclusive” or “big and all-inclusive” or the more “all inclusive” the 
better; otherwise it would be difficult to maintain production. Fourthly, 

to be “all-inclusive” is necessary not only for production, but also for 

the aanagement of daily living. Thus there had to be nurserics, kindergartens, 
elementary schools, middle schools, nonstaple food and grocery stores, house- 
bold coal and water, opera and movie theaters, playgrounds, barber shops, 
public baths, photo studios and almost all trades and undertakings. The 
factory became a small society. The problems thus created had to be tackled 
by the leadership. As a result, its energy had to be thinly spread out and 
it became over-burdened. Even the factory itself was helpless in the face 
of all these problems. Fifthly, lower labor productivity as a catural out- 
come of high production costs, lower profits and and poor economic results; 
high transportation expenses, cooperation from distant places, the large 
proportion of nonproductive personnel, and so forth. 


j--Stress on Production Alone Without Regard for Results 


After some tactories had been hastily completed and commissioned, their 
products had already became obsolete, unwanted and useless. However, te pre- 
vent enforced idleness among the workers, some task had still to be assigned 
by the higher authorities every year to keep the factories running. The en- 
terprises could neither stop operation nor change over to other products, and 
waste from hoarding resulted. That was why the people cailed them “half 
dead” enterprises. 


The above-mentioned situation, apart from the sabotage by Lin Biao and the 
“gang of four” was aleo due to serious mistakes in our work, Some leading 
cadres, even high level leading cadres, considered it an honor to be a lay- 
man, or substituted for policies with his feelings. Some leading organs 

in charge of inland industry were located in large cities, far far away from 
the enterprises in the ravines. The leading cadres hardly visited the enter- 
prises, and could only exercise remote control through correspondence, tcle- 
phone and telegrams. Even though they might visit the enterprises on rare 
occasions, they usually did not contact the masses or try to understand their 
situation, They only took a cursory look as though watching flowers from 

a speeding car. it was their style to issue compulsory orders or to give 
directions blindly. Sometimes, they might make a few perfunctory remarks 
and then get away in a hurry. Some high level organs were only concerned 
with the result of an assigned task, and any leading cadre of an enterprise 
who tailed to complete it would be replaced. This practice produced ex- 
trem iy harmful effects. For example, if a factory were built in a far away 
ravine, a lot of problems had to be solved after the completion of the con- 
struction. The higher authorities had never conducted any thorough inves- 
tigation or made any serious efforts to solve these problems. Yet they 
acted entirely according to their subjective ideas and handled matters 

in an arbitrary way. Thus in 13 years after since the construction of a 
factory, |2 leading cadres of the enterprises were replaced, and all of 

them, being top leaders, were charged with either rightism or “leftiem" 
aside from certain individual offences. These cadres, all full of confidence 
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upon arrival, had to leave in dismay. That was why some cadres considered 
assignments to mowitainous areas an perilous undertaking. Although some 
of them, on meeting the masses, were full of promises “to share every 

weal and woe" with the masses and to “dedicate a lifetime to the struggle,’ 
they had already sesretly made up their minds to quit as soon as possible. 
Then how could they lead the masses in the struggle for prosperity and the 
success of the enterprise? Furthermore, because of the trequenc changes 
of iastructions, the broad masses of workers and staff members were at a 
loss as to what to do. Then how could there be unity and stability to make 
quick progress? 


Practice is the sole criterion for testing truth. To meet the requirements 
of the general task in the new period, we must carry out the necessary re- 
adjustment and consolidation of inalnd enterprises--either compietely con- 
‘tru:ted or inthe process of construction--of different trades or different 
systems in the spirit of seeking truth from facts. If conditions are not 
favorable tor production, the enterprise should stop operation or move to 
anotner location, if necessary. If their products are already obsolete, 
they should immediately change over to other products. Those enterprises 
not tully occupied should produce more new items, and the military industry 
enterprises should also produce civilian goods. If the state is in real 
need ‘ something which an enterprise cannot supply because of some real 
probl.as, these problems must be solved as soon as possible so that the 
enterprise can soon become a productive force, 


For tuture inland industrial construction, I feel that we must take our 
lessons from past experiences and attend to the following points: First, 
the processing industry, particularly the machinery processing industry, 
barring special necessities, shouldnot be set up in remote mountainous 
areas, far less in mountain caves. It should be located close to small 
towns or cities. Secondly, first-hand data should be available during 
construction, There should also be reliable sources of raw and semi-finished 
materials, good transportation facilities, and a good grasp of the geolo- 
sical and hydrological conditions, history and present conditions of seis- 
mography and endemic diseases, All these must be accomplished before a 
decision can be made on the selection of sites. Thirdly, the sources of 
daily necessities and the methods of obtaining them should be considered. 
Fourthly, we must be concerned with economic effects which should be help- 
ful in raising labor productivity, lowering production costs, increasing 
protits and creating favorable conditions for expanded reproduction, Be- 
sides these, we should of course consider such factors as the coordination 
between preparedness against war and distribution of industry, between 
industry and agriculture, and between urban and rural areas. 
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CAPLTAL CONSTRUCT LON 


USE OF ECONOMIC CONTRACTS IN CAPITAL CONSTRUCTION DEFENDED 


Beijing JINCJi GUANLI |ECONOMIC MANAGEMENT] in Chinese No 5, 25 May 79 
pp 22-24 


[Article by Yu Shoufa [0060 1343 3127]: “Actively Carry Out the Contract 
System in Capital Construction" ] 


[Text] The contract svstem is an effective means of establishing econonic 
relations, cooperation through division of work, mutual regulation and pro- 
motion and common guarantee of the fulfillment of state plans through agree- 
ment between enterprises. Through the contract system in capital con- 
struction, we can clearly understand the individual economic responsibility 
of each construction unit, survey and designing unit and the working units. 
This understanding is helpful in bringing the enthusiasm of all parties 

into play and carrying out the construction with greater, faster, better and 
more economic results, Today, when we are carrying out large-scale socialist 
construction, we should make full use of the contract system as an economic 
means of managing capital construction, Below are my views on carrying out 
the contract system in capital construction. 


Signing Economic Contracts Is an Objective Requirement in Carrying Out 
Capital Construction 


Capital construction projects take a relatively longer time and impinge on 
many things, while coordination and cooperation are most complex because of 
the many participating units. The construction of an iron and steel plant, 
a petro-chemical plant, a coal mine, a power generation plant, a harbor or 
a railway trunk line generally takes years and has to go through the stages 
of surveying, designing, disposition of materials and equipment, organiza- 
tion of work and check-up before commission, and so forth, all in a planned 
way. A relatively large project usually requires several, sometimes over 
10, or as many as scores of participating units, including the surveying and 
desiming units and the enterprises undertaking the work. In addition to 
the all-round coordination of different links and units at the work site, 
there ore also problems of outside support and cooperation in water and 
power supplies, communications and transportation, and other related con- 
struction projects. The special features of capital construction in the 
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process Of reproduction objectively demand that every link and «very par- 
Licipating unit be closely and harmoniously coordinated to form an organic 
whole so that the work may progress in perfect order. 


What methods should be adopted to meet this demand? 


Practice has proved that the simple adoption of administrative methods, 

or reliance on administrative orders and organizational submission to 
mechanically “unify” the various units can bring much harm: nor can the 
simple adoption of targets set in the national plans, for every enterprise, 
completely insure the smooth cooperation of every link in large-scale 

social production, The economic relations in the process of socialist ex- 
panded reproduction is possible only through a strict contract system. State 
plans are the foundation as well as support of economic contracts signed by 
the enterprises concerned, and economic contracts can hlep fulfill the state 
plan targets. The two are interdependent and none of them is dispensable. 


During the First Five-Year Plan, the system of contracts betweer the construc- 
tion unit and the working units was widely used with outstanding economic 
results, as shown by the fact that the construction projects in respect to 
time, quality, consumption and prices generally measured up to the require- 
ments set in the state plan. Some problems did arise in the implementation 
of contracts, but they could have been solved by strengthening ideological 
and political work and constantly summing up the experiences. Yet it was 
summarily and completely negated and replaced by administrative methods 
under a unified construction command. Thus the innate economic relations 
between different enterprises were artifically severed. Whether the outlay 
was large or small; whether the quality was good or bad; whether the con- 
sujption was high or low, and whether the time required was long or short, 
made no difference at all. There were even instances of completed projects 
failing to operate, for which it was impossible to hold any party respon- 
sible, Now, a review of these long negative experiences shows that the use 
of economic contracts as one of theeffective means of managing capital 
construction should not have been summarily rejected. 


A Strick Contract System Should Be Enforced Among All Linke of Capital 
Construction 


For a long time, an unhealthy tendence has existed in the work of capital 
corstructiorn namely the neglect of economic accounting or insufficient 
attention to economic results. Ideologically, due to the pernicious influence 
of Lia Biao and the “gang of four" who advocated only the so-called “political 
accounting" instead of economic accounting. Administratively, one of the 
important causes is that there was not a clearly defined system of economic 
responsibility throughout al? levels in capital construction, There was no 
system of economic responsibility for the departments in charge, the enter- 
prises or the workers concerned, The budgetary estimates for investment on 
capital construction projects were raised, the consumption of material in- 
creased and the time of construction prolonged time and again. There was 
practically no way to trace the responsibility, and no law to prosecute 

the delinquents. Finally, the only way out was for the state to clean up 
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the vhole matter and to reimburse what had been actually spent. 


iow could things have come to such a pass? The crucial point is that there 
was ao clear stipulation of responsibility for the parties concerned accord- 
ing to economic methods. One of the means of reform is the enforcement of 
the contract system, Contract is the embodiment of economic responsibility. 
Through the clauses of the contract, it is possible to fix the authority, 
obligations and economic responsibility of the departments, enterprises 

and units participating in the constructin; snd to regulate, supervise, and to 
reward or punish them, This will encourage the contracting parties to 
improve their economic management, to strengthen economic accounting and to 
be more concerned with their own work in lowering the construction costs, 
improving the quality and saving expenses out of consideration for the eco- 
nomic benefits for themselves and their employees. 


What type of economic contract should be signed in capital construction? 
According to the procedures of construction and management, there are two 
types of contracts: 


First, the horizontal contract, which is the more common and important one, 
For example, the unit undertaking the preparatory work of the construction 
will sien separate contracts with other enterprises or units concernine sur- 
veying, designing, construction and installation, ordering equipment, 
supplying materials, transportation, labor and other forms of support and 
cooperation, and use these contracts as a means of regulating the economic 
activities of various links throughout the entire duration of the con- 
Struction so that all parties will complete their share of work according 
to syecifications. This type of contract also includes those between the 
surveying units, deisgning units and the working enterprises in the form of 
genecal contracts or sub-contracts. 


Second, the vertical economic contract. This is a general contract between 
the unit responsible for thepreparatory work and the department in charge at 
a higher level, according to the system of affiliation in capital construction 
projects. This type of contract is necessary because, under conditions of 
socialism, the economic activities of the basic level units in production 

and construction are directly guided and managed by the department in charge 
at ' higher level, and cannot be as independent as they would be under con- 
diti: ; of capitalism, If the department in charge above has only the 

right to assign tasks of production and construction to the basic level 
enterprises and units and to set targets without any obligation or economic 
responsibility, how can it be fair? In a construction project, any change of 
construction plan, and discrepancy between what is arranged in the annual 
plan and the general construction target and any shortage of construction 
funds or construction materials can affect the progress of the cunstruction 


or tne fulfillment of the horizontal economic contracts. All these con- 
ditions should be included in the vertical contract, and only this can be 
calted the implementation of the system of economic responsibility for the 


departments in charge. 
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The core of the contract system is the economic responsibility system and the 
implementation of any responsibility system should be guaranteed by law. 
Economic contracts for all capital construction projects, once signed by the 
parties concerned and validated by the department in charge, will have legal 
effects and become binding on the contracting parties. They must keep their 
good faith and carry out the conditions scrupulously, and the cwntract 

cannot be unilaterally discontinued or abrogated. When any unic which con- 
scientiously fulfills the contract, completes its assignment ahead of schedule 
with greater, faster, better and more economic results, thus helping the 
saving of investment, a proportion of the saving should be appropriated as 
bonus for the unit and the individuals concerned. On the other hand, any 
economic loss caused by the violation of contract or by accidents through 
negligence should be compensated by the erring party, which may also be fined 
or held legally responsible, 


Whether an economic contract should be validated has been a debated point. 
Some people hold that if economic contracts between enterprises are to be 
validated by an administrative orgar, their initiative will be restricted, 
and the contract will lose its economic significance. In fact, the economic 
contracts between enterprises under socialist conditions and subject to 
restrictions by state plans and economic policies, are unlike those under 
capitalist conditions, which can be signed freely by the enterprises them- 
selves. For example, in carrying out a construction project, arrangements 
as to which unit will do the design work and which unit will undertake the 
construction work have to be included in the state plans; it is also neces- 
sary to follow the state's unified construction budget, the criterion of 
expenses and the forms of settlement. Therefore, economic contracts be- 
tween enterprises need to be validated by the departments in charge, so that 
the contract's legality can be verified and it can serve as the basis of the 
application of economic laws, This is entirely necessary. 


Active Promotion of the Contract System 


Preparation for the basic economic conditions for the enforcement of the 
economic contract system in capital construction calls for coordination in 
many aspects and may even involve relative reforms of the capital construc- 
tion control system and the material control system. To guarantee the im- 
plementation of contracts in capital construction, the following basic con- 
ditions are necessary: 


First, there must be a practical and stable plan for capital construction, 

fhe plan for construction must be stable and cannot be frequently changed. 

The annual plan tor capital construction should be so arranged that the entire 
construction target could be smoothly carried on in the succeeding years. 

We must avoid the practice of changing the proportions every year or arrang- 
ing « complete set of projects this year nd then dropping them next year. 
Secondly, we must firmly adhere to the pro ire for capital construction 

and do the advance work really well. There should be a scientific and reg- 
ular procedure, and no construction contract can be signed blindly uncil the 
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necessary preparatory work is compleied, Thirdly, there must be an overal] 
balaace for capital construction, The required funds and materials must be 
guaranteed in order that there will be no dislocation. 


At present, some comrades hold that there are certain difficulties in 
practicing the contract system under existing circumstances, and that con- 
tracts, even though signed, cannot be carried out. The main reason is that 
the required funds and materials cannot be delivered on schedule and in the 
required quantities, so that even contracts can have no meaning. This kind 
of worry is unnecessary. It should be admitted that for many years, the ultra- 
leftism of Lin Biao and the “gang of four” and the defects in our work have 
created many problems in respect of overall balance in capital construction. 
There may be many problems with the practice of the contract system at the 
initial stage. However, along with the consolidation of our national economy 
and the strengthening of our economic planning, these problems can be 

solved. We should endeavor to try it out at selected spets, gradually 
popularize it, and continue to improve it. 
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TRANSPORTATION 


BRIEFS 


CUANGZHOU-FUZHOU AIR ROUTE--The civil air route between Guangzhou and Fuzhou 
officially opened on 12 September. Every Thursday and Sunday, each city 
will have one round-trip passenger flight. The opening of the new air 

route will promote the development of industrial and agricultural produc- 
tion and construction and tourism in Guangdong and Fujian. [Guangzhou 
Cuangdong Provincial Service in Mandarin 2330 GMT 12 Sep 79 HK] 


MALINAN-XISHA AIR ROUTE--The regular air services between Hainan and the 
Xisha Archipelago officially opened on 21 August. Every Tuesday and 
fridays, there will be one round-trip flight from both areas. The plane 
will Land on Yongxing and Shanhu islands. After the opening of the air 
route, the residents in Xisha will be able to receive newspapers, 
magazines, documents, mail and other publications from all parts of the 
motherland. The air planes can carry 8 to 10 passengers. [Haikou Hainan 
Island Service in Mantarin 0330 CMT 12 Sep 79 HK] 
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